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Introduction: Toward a Global History
of Credit in Modern Consumer

Societies

Jan Logemann

During the late 1920s, many German retailers vigorously fought
the spread of new installment sales methods as an “Americanism,”
an unwelcome import from what was widely regarded as the

“classic land of consumer credit.” Germany, one trade journal commenta-
tor observed, was not an “economic colony” of the United States and should
uphold “German methods” of solid cash payment rather than kneel before
the “American idol of prosperity” with its seductive credit schemes.1 More
than eighty years have passed, and Germany is now unquestionably a devel-
oped consumer society, yet the topic of consumer credit still reveals deep
anxieties about economic and cultural change brought from the outside.
Reports about rising household indebtedness in Germany and elsewhere in
Europe still frequently invoke the image of European societies approaching
“American conditions” of unsustainable consumer debt.2

Throughout the twentieth century and across developed countries in
Western Europe, East Asia, and North America, a lively debate occurred
over the institution of consumer credit and its implications for retailers,
consumers, and economies as a whole. This debate was frequently cast
in comparative, international, and what we would now call transnational
terms. In Germany, elsewhere in Europe, and Asia, the American case fre-
quently took on special significance as both a model for emulation and a foil
for national contrasts. Although Europeans and Asians discussed new con-
sumer credit forms as “American imports” during the interwar period and
even before World War I, the debate over household indebtedness in recent
years—still in terms of “Americanization”—indicates that patterns of con-
sumer lending and borrowing have by no means completely converged in
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modern consumer societies, notwithstanding a century of rhetoric lament-
ing such a development. Instead, a variety of cultures of credit appears to
have prevailed despite the growing importance attached to consumption and
consumer credit across the globe.

The financial crisis of 2007–2009 once again underscored the centrality
of consumer credit for modern economies. Lavish lending and the overex-
tension of many American households with mortgages and other consumer
loans stood at the epicenter of a financial earthquake whose ripple effects
extended across the globe. Subsequent contractions in the consumer credit
market might also have added to the severity of the crisis and impeded recov-
ery. Although some Europeans were quick to point fingers at an unsustainable
American culture of credit and consumption, consumer indebtedness became
a growing problem elsewhere, as well. In 2006, for example, the ratio of
household debt to disposable income in traditionally “frugal” Japan was only
slightly smaller than that in the United States, while the United Kingdom’s
ratio even exceeded the American one.3 Still, important differences in cultures
of credit were discernible in the seemingly so globally homogenized world of
finance and consumption.4 There were differences in lending practices and
institutions, differences in consumer attitudes toward borrowing, and differ-
ences in regulatory approaches toward the consumer credit market. These
historically contingent differences call for comparative study as well as careful
analysis of adaptation processes in transnational transfers. Developments in
consumer credit need to be situated within the story of a multifaceted, global
world instead of in a linear narrative of homogenizing modernization and
globalization.5

The present volume aims to give the issue of consumer borrowing
and indebtedness historically comparative and transnational dimensions by
addressing a series of questions.6 How did the American experience with con-
sumer credit—frequently seen as globally formative—compare to those in
other parts of the world? What did changes in lending practices—from easy
access to credit cards to increasingly refined credit scoring—mean for con-
sumers as economic and social actors in various countries? To what degree did
transnational exchanges of lending practices promote these transformations?
Although a general shift from face-to-face credit relations (with neighborhood
retailers or local pawn shops) to institutionalized lending (by banks and spe-
cialized financial institutions) was increasingly discernible over the course of
the modern era, what breaks and continuities characterized this development
under various regional and national circumstances? Finally, how significant
was the frequently drawn line between consumer loans made under con-
ditions of affluence and household debt incurred because of poverty and
destitution? Did debt really become less “problematic,” as many believed
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during the boom years of the mid-twentieth century, when overall standards
of living rose across developed economies?

To answer these and other questions, this volume brings together con-
tributions from history, economics, anthropology, and other disciplines by
scholars from Europe, East Asia, and North America.7 As a result, it offers
not just comparative, but also interdisciplinary perspectives on the develop-
ment of cultures of credit, a term that here refers holistically to both the
economic and political structures that framed consumer lending as well as
the social and cultural meanings that attached to this form of household
financing.

The history of consumer credit is part of a broader history of consump-
tion, which has been a growing field over the past few decades.8 In part, the
vitality of consumption history draws from its ability to bring together and
combine the diverse perspectives of business history, economic history, cul-
tural history, social history, and political history. The story of consumer credit
adds to each of these perspectives.

For business historians, developments in consumer credit offer a key
to understanding changes in retailing, ranging from modes of price cal-
culation to interactions with customers. The history of consumer credit
also sheds light on innovations in marketing new products such as sewing
machines and television sets.9 Credit cards have helped revolutionize shop-
ping patterns in recent decades, for example, while the automobile and other
high-priced durables achieved considerably faster market penetration through
the increasing availability of installment credit that began in the interwar
period. Research on credit practices can also illuminate the acquisition of
marketing knowledge—about consumer shopping habits and preferences, for
instance—by various market actors, as Josh Lauer’s work on department store
credit offices shows. Their mining of credit data even before World War I
for direct advertising foreshadowed today’s individualized and segmented
marketing.10

Economic historians have long recognized consumer credit as a central
element of the macroeconomics of demand under the Keynesian paradigm
during the middle decades of the twentieth century. For example, with the
so-called Regulation W instituted in the United States during the 1940s and
adapted by several European governments during the 1950s, states attempted
to steer consumer credit volume and aggregate demand by adjusting mini-
mum down payments and maximum repayment periods. Credit use is also
of vital importance to the study of household finances and consumer spend-
ing behavior. Already by the 1960s, behavioral economists such as George
Katona used borrowing patterns as a major indicator of broader consumer
attitudes toward the economy at large and consumer spending in particular.
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Meanwhile, borrowing has become a key indicator of consumer confidence.11

Despite several common patterns among national credit policies, however,
Katona and others have shown significant national variations in credit use,
and they have underlined the unique centrality of credit and consumption to
America’s postwar model of growth—a finding that several chapters in this
volume underscore.12

Cultural historians point out that practices of credit use can reveal not
only consumer attitudes and expectations with regard to their finances, but
also deeper webs of meaning that underlie consumer culture more broadly.
Most pronouncedly, literary scholars in the field of “new economic criticism”
have recently begun to challenge existing disciplinary divides between cultural
and economic perspectives on credit.13 While much of the effort to contex-
tualize credit relationships socially and culturally has focused on emerging
market societies of the nineteenth century, many of the questions raised are
relevant for twentieth-century consumer societies as well.14 What significance
did consumers invest in goods, money, and certain consumption practices in
various cultural contexts? How did their attitudes change over time? This
line of historical inquiry has especially profited from the introduction of
anthropological perspectives to the history of consumption.15 While much
research has focused on the symbolic significance of material objects and their
uses, credit financing adds another layer of complexity to our understand-
ing of consumer economies. The questions of trust and trustworthiness that
arise in credit financing relate to perceptions of social respectability, making
creditworthiness a marker of social status that transcends relations based on
simple economic exchanges.

In other words, studying the history of credit use raises questions about
value that are not merely monetary, but also of broader cultural import.16

While the chapters in this volume eschew a reductionist link between
credit patterns and “national cultures,” they suggest regional peculiarities and
changes over time in the cultural meanings that adhered to consumer loans.
For example, a culture of spending restraint that produced moralizing cri-
tiques of new credit forms prevailed in Japan and many Western European
countries well into the postwar era—much longer than in the United States.

Credit use was always embedded in specific social contexts. For social his-
torians, this circumstance leads to questions about class, social mobility, and
related practices of social distinction or emulation through credit-financed
consumption. In the United States, liberal credit access offered a pathway
into a broadening middle class in ways unfamiliar to more socially stratified
European consumer societies across the twentieth century. Because of this
connection to social mobility, questions of discrimination and equal access in
modern consumer societies along the lines of race, class, gender, and ethnicity
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also became salient.17 Even in societies with liberal access to credit, women
faced severe obstacles in securing loans well into the 1970s. To this day,
“subprime” markets for the credit needs of the economically marginalized
also continue to exist and are served or exploited by pawn shops and payday
lenders.

The shift to increasingly standardized and institutionalized methods of
establishing trust offers a window onto changing relationships between indi-
viduals and their communities in modern societies.18 Whereas personal
relationships between retailers and customers—or one’s reputation within the
community—once determined creditworthiness, modern economic identi-
ties frequently rest on credit scores and centrally collected credit histories.
Although recent scholarship has rightly complicated linear narratives of mod-
ernization and rationalization in credit markets, creditworthiness, largely
expressed in numbers and reports, is clearly a key to economic citizenship in
today’s consumer societies.19 Therefore, historians of the political economy of
consumption need to consider the creation and impact of credit regulations.
Credit policies were often a central arena for negotiating the political and
economic frameworks underlying our consumer societies, and political scien-
tists, too, can understand them not only as a key link between politics and
economics, but also as part of broader social policy strategies in the twentieth
century.20

The history of consumer credit also speaks to a growing interest in global
and transnational history. Increasingly, the study of consumption more gen-
erally is informed by a global perspective that rejects popular notions of a
homogenizing “McDonaldization” of the world. Instead, scholars now care-
fully trace transnational exchanges, hybridity in consumption forms, as well
as the international organization of market actors and consumer activists.21

Complementing our questions about the development of consumer credit is
recent comparative research on overindebtedness and cross-national efforts
toward personal bankruptcy regulation, as well as a transnational study of
household savings programs.22 The present volume will contribute to this
growing body of transnational scholarship on consumption and household
finances by offering new comparative perspectives on central aspects of
credit development. In many ways, then, research in the history of con-
sumer credit has a lot to offer to a variety of disciplines and historical
subfields.

* * *

Despite its significance for twentieth-century mass consumption, consumer
credit long did not receive the scholarly attention it deserved from historians
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of consumption in many countries. Instead, the historiographical focus has
been far more on areas such as advertising or specific products such as auto-
mobiles, but much less on how consumption was financed. This neglect is
surprising, given the public attention historically paid to credit use and abuse
in political, economic, and cultural debates surrounding new consumption
patterns. To be sure, significant monographs on the economic and cultural
history of credit in the United States have appeared, and more are forthcom-
ing.23 For Britain, too, a substantial amount of historical research is available
that focuses in particular on the social contexts in which lending was embed-
ded.24 For many other European countries, however, the historiography is
more circumscribed and usually focuses on the immediate post–World War II
period. For Japan, as well, the few existing historical studies are of recent
vintage.25

A truly global history of consumer credit development is still missing—
as are sufficient regional studies upon which to base such a project. Interest
in the subject appears to be growing, however. In the United States, Business
History Review recently published a special issue on the history of consumer
credit, and in Europe, Entreprises et histoire devoted an issue to European
perspectives on the history of consumer lending.26 The present collection
seeks to contribute to these efforts by examining developments in the United
States, Great Britain, France, Germany, and Japan. In doing so, it raises a
number of broad questions that are relevant to consumption scholars beyond
specialists in the field of consumer credit.

The chapters in this volume offer new comparative insights and point out
transnational connections in four key areas of inquiry regarding the history
of consumer credit and consumption since the late-nineteenth century. The
first area concerns the relationship between credit and individual freedom in
modern consumer economies. In many ways, the credit card has become the
symbol of individual freedom in today’s world of consumption. Any credit
card advertisement worth its salt will play on this image, as Silke Meyer’s
chapter reminds us, promising instant gratification of highly individualized
needs and desires.27 At the same time, however, credit illustrates—like few
other aspects of consumption—the disciplining side of the modern consumer
cornucopia. The weight of contractual payments can tie down and sink the
finances of consumer households, which has been the focus of much recent
sociological research on household debt.28 Furthermore, increasingly refined
mechanisms of credit screening and scoring have turned today’s consumer
into an easily readable “glass” customer whose household finances and buy-
ing habits are laid bare, as Larry Frohman’s chapter illustrates, using debates
about the German Schufa agency as a telling example.29 To what degree is
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his or her spending truly more unrestrained and private than that of con-
sumers in earlier eras, who for their credit needs had to rely on the trust
and goodwill of neighborhood retailers or on doorstep credit agents like in
Sean O’Connell’s account of working-class credit in the United Kingdom?
Access to credit has also remained riddled with inequalities and structural
discrimination along gender lines. As Lawrence Bowdish’s chapter discusses,
such inequities have been commonplace in the development of credit markets
across the globe. By probing the balance between consumer rights and oppor-
tunities, on the one hand, and the structural restraints to individual freedom
that consumers encounter, on the other hand, research on credit markets
can help accentuate and elucidate the conundrum of consumer agency and
the true extent of consumer choice that has driven much recent research on
modern consumerism.30

The second area of inquiry in this book is so-called Americaniza-
tion or, more generally, cross-national convergence and the role that the
American credit and consumption model played in consumer societies glob-
ally. As Andrew Gordon observes in his chapter on Japan, both proponents
and opponents of new credit methods perceived them as something “for-
eign” or “American.” The term “Americanization” suggests economic and
cultural homogenization in a “globalized” world, and it still enjoys widespread
currency among historians of consumer markets and popular culture alike.
Lately, however, much scholarship in this vein has qualified the concept by
emphasizing processes of selective local adaptation and hybridization. This
research underlines the limits of “Americanization” as a heuristic device for
understanding the development of modern consumer societies around the
world.31

The chapters by Isabelle Gaillard and Sabine Effosse on postwar France,
for example, illustrate the attention that French businesspeople and state reg-
ulators paid to American developments. Both groups did not directly import
U.S. practices, however, but instead adapted them to French conditions in
different ways. Consumer credit appears ideally suited to trace American
influences on economic developments in other countries more generally and
to gauge the reception of American economic and cultural practices.32 Install-
ment sales schemes pioneered by Singer, revolving charge accounts, and
regulatory frameworks for credit are among the transatlantic and transpacific
examples explored in this volume. At the same time, however, transnational
links did not always directly involve the United States. Exchanges and net-
working among companies and policy makers also took place within Europe,
as well as between Europe and Asia, as the chapters by Sean O’Connell and
Sabine Effosse demonstrate.33 Comparative perspectives on credit also reveal
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the limits of international convergence and the degree to which the American
consumption model remained distinct, if not exceptional, from a global
perspective. More comparative and cross-regional research on consump-
tion practices along the lines sketched out in this volume is needed—with
particular attention to transnational and transcultural transfers.

The third area of inquiry that this book addresses is periodization and the
question of when “modern” consumer societies came into their own. While
much American research on the history of consumer credit focuses on the
late-nineteenth century and the first half of the twentieth, this volume pays
special attention to the post–World War II era. This emphasis appears justi-
fied by the dramatic expansion of consumer credit in this period, especially in
Europe and Asia. Several chapters suggest a significant shift in both lending
practices and attitudes toward consumer debt under conditions of postwar
prosperity. Rebecca Belvederesi-Kochs’s chapter on the lending practices of
public savings banks (Sparkassen) in postwar West Germany exemplifies this
trend. At the same time, however, there is a much longer trajectory of credit
development to consider, even outside the United States. O’Connell and
Gordon remind us that consumer lending was not simply a postwar inno-
vation, but could also build on older institutional and cultural traditions, as
the cases of Great Britain and Japan show.

Modern consumer cultures began to take off in most of the countries
under consideration here by at least the end of the nineteenth century. More-
over, the rise of modern, formalized credit for durable goods in many of
these countries must be situated within a longer history of credit forms
that included informal retailer book credit (the practice of running up a
bill at the neighborhood store), pawn shops, and even loan sharking, all of
which date back to the preindustrial era. In fact, cash business was histor-
ically an anomaly in important ways, and it was rarely the “normal” state
that some mid-twentieth-century opponents of installment credit made it
out to be.34 Instead, as Lendol Calder’s chapter points out, even “respectable”
Victorian-era Americans were often hopelessly overindebted. Although con-
sumer lending became increasingly institutionalized and formalized over the
past century, the development of credit and the continued coexistence of
a myriad of lending forms defy narratives of linear “progress” as much as
they do cultural jeremiads about a continuous decline of thrift.35 Nonethe-
less, the recent financial crisis raises the question of whether increased
institutionalization of lending has made individual consumer households
ever more vulnerable to the cycles of boom and bust in global financial
markets.

The fourth and final area of inquiry that this volume deals with entails
delimiting the field of consumer credit. What does it include? Which forms
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of “getting and spending” by private households should historians of con-
sumption consider more generally? Installment loans have been the subject of
perhaps the most sustained research on the history of consumer credit. Some
work has also been done on the history of salary lenders, small loans banks,
credit unions, credit cards, and revolving charge accounts.36 By contrast, we
know much less about the development of informal retail credit, specialized
hire-purchase stores, and pawn shops despite the continued (and partially
resurgent) prominence of these credit sources for much of the modern era.37

While the above-mentioned areas of credit use have been neglected in the his-
toriography, others have been consciously excluded. Unlike car loans, which
are widely regarded as an essential aspect of contemporary consumer credit,
mortgage credit is frequently treated separately. Does it make sense to ignore
this most significant form of household debt, especially in times when home
equity loans are routinely used to make all manner of consumer purchases?
Although most contributors to this volume focus on banks and retailers,
installment and credit card loans, several essays also probe the fringes of the
credit economy, including “gray” and “black” markets for loans such as credit
societies and loan sharks. Finally, Jan Logemann’s chapter argues for a more
comprehensive understanding of consumer credit that would even include
student loans and medical debt, while economists like Charles Horioka quite
seamlessly discuss mortgage debt and retail loans as equally important parts
of household liabilities.

Forms of consumer credit changed over time, and so did the circumstances
under which consumers borrowed. Common distinctions between “produc-
tive” and “consumptive” credit are historically arbitrary and misleading, just
as the line between debt incurred because of destitution and loans made under
conditions of affluence quickly blurs. Such distinctions were often generated
in the debates that accompanied the very formation of contemporary credit
patterns. Hence, they are burdened with historically contingent assump-
tions about what constituted necessities and luxuries, needs and wants.
For example, proponents of installment credit in the mid-twentieth cen-
tury actively reframed the debate by arguing that household durables—long
seen as luxuries—should be considered rational and productive “investments”
rather than mere consumption goods.38 Sabine Effosse offers a telling exam-
ple of this phenomenon in her discussion of semantic shifts in French postwar
policies aimed at legitimizing expanded consumer borrowing. British credit
regulators similarly enumerated goods deemed “creditworthy,” compiling a
list that would appear curious and arbitrary to many present-day consumers.
By the same token, when Singer pioneered installment schemes for its sewing
machines in the nineteenth century, these machines were not only consumer
goods but also investments, especially for the many women who used them
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as a source of additional household income. How wide is the difference,
then, between such consumer loans and the much celebrated microcredits
to women entrepreneurs in Bangladesh and elsewhere today, which are not
commonly considered consumer credit?

Whereas mid-twentieth-century consumption models focused primarily
on increased access to consumer durables, today other expenses from educa-
tion to medical spending are increasingly important to consumer household
budgets. In the United States, at least, they certainly count among the lead-
ing causes of personal bankruptcy. Like the recent spread of payday lenders,
this fact serves as a reminder that—contrary to the predictions of postwar
prophets of prosperity—debt incurred in destitution has by no means been
eradicated, but is instead on the rise, especially in the United States. In this
particular regard (recalling the question of Americanization), American pat-
terns of consumer debt appear as anything but a global “model” from the
perspective of the early twenty-first century.

* * *

The issues raised by the four lines of inquiry discussed above played out in
different ways in the national cases considered in this volume and took on
various forms, depending on the perspectives of the actors involved. The
chapters in this book are therefore organized in four sections that empha-
size particular actors and perspectives on credit development, focusing on
the respective roles of the lenders, borrowers, state regulators, and cultural
discourses. The first section traces developments among lending institutions
from banks and retailers to consumer goods companies. In the second section,
the social context in which consumers borrowed comes into view with essays
that examine lending in working-class communities, credit discrimination
against women, and debates over privacy concerns in credit rating. The third
section takes a comparative look at state regulatory approaches to consumer
credit. The last, most explicitly interdisciplinary section combines and con-
trasts the perspectives of an economist, an anthropologist, and a historian on
the question of culture’s role in influencing the development of consumer
credit.

The first section focuses on the lenders and transformations in lending
practices across different countries in Europe as well as in Japan and the
United States during the latter half of the twentieth century. Who were
the innovators or driving forces behind change? How did the relationship
among retailers, producers, and financial institutions evolve in the consumer
credit business? To what extent can we trace transnational transfers of lend-
ing practices? In assessing transfers of the American credit model, we must
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also keep in mind that it was by no means static but underwent dramatic
changes during the postwar decades, as Louis Hyman’s recent work has under-
scored. Hyman posits a transition from an installment credit economy of the
“Fordist” era to a revolving credit economy of the “post-Fordist” era, when
profits derived from credit financing became an end in themselves for retailers
and manufacturers alike.39

The revolving credit regime that Hyman discusses as increasingly central
to postwar America did not attain the same significance in Europe and Asia.
Instead, the growth of installment credit from retailers, manufacturers, and
financial institutions dominated the postwar decades there. Isabelle Gaillard
discusses the central role that the electronics industry—especially television
manufacturers—played in the development of consumer credit in postwar
France. Specialized lenders such as Cetelem engaged a frequently skeptical
French public and greatly expanded the consumer credit market in an effort
to grow the overall sales of electronic appliances. Rebecca Belvederesi-Kochs’s
essay turns to the changes in marketing and business ethics that resulted
from bringing an institution peculiar to Germany, the public savings bank
or Sparkasse, into the consumer loans market. These banks had long empha-
sized the importance of savings and “German thrift,” retaining this stance well
into the 1960s. However, they also emerged as reluctant pioneers in the con-
sumer loans business at a time when most commercial banks in Germany did
not yet consider ordinary consumers creditworthy. Andrew Gordon’s essay
on the Japanese case emphasizes the combination of American influences
(for example, through the Singer company) and indigenous developments in
retail credit for the growth of consumer lending in Japan. Although Japanese
consumers “caught up with” Americans in some measures of credit use,
the structure of their credit system remained significantly different. As in
Europe, revolving credit lines were much less common here. In Japan and
elsewhere, transfers and “modernization” rarely meant convergence toward a
uniform business model of consumer lending. Instead, each country under
consideration developed its own particular array of lending institutions and
loan forms.

The second section turns from the lenders to the borrowers and to ques-
tions about credit access, privacy concerns, and the changing social context of
credit. Sean O’Connell opens with an essay on the long and especially devel-
oped tradition of working-class credit in the United Kingdom, which dated
back to the nineteenth century. In a market segmented by class, working-class
consumers were supplied with access to credit by tallymen and check-trading
companies such as Provident. Their agents were deeply embedded in the fab-
ric of local communities and continued to collect money on the doorstep well
into the second half of the twentieth century. While largely unknown in the
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United States, this business model of installment-credit checks redeemable at
local retailers and geared toward less affluent consumers was prominent in
various European countries and Japan for much of the twentieth century.
Like poorer consumers, women as a group also faced frequent challenges
in the consumer credit market. Lawrence Bowdish chronicles the push for
credit rights for women in the United States that ultimately led to the Equal
Credit Opportunity Act of 1974. Drawing on a large repository of letters
from affected women, he shows how especially middle-class women rallied
around the cause of credit access as a way to gain economic independence
and “economic citizenship.”

Consumer self-determination and agency also stood at the center of
debates over credit reporting and privacy rights in West Germany dur-
ing the 1970s, which Larry Frohman analyzes. He describes the rise of
the Schufa agency, which in some ways functioned as an equivalent to
American credit bureaus but did not employ credit scores. Overall, the
section uncovers similar trends toward expanded access to credit for vari-
ous social groups, as well as an increase in contractual and institutionalized
lending forms that relied on the scientific mapping of consumers rather
than on social ties. Even so, national distinctions in credit practices—
including the degree of class stratification in credit markets and approaches to
determining creditworthiness—remained palpable throughout the twentieth
century.

State regulation and credit policies are the subject of the third section,
which explores differences in the macroeconomic significance of consumer
credit in France and the United States. French postwar policy was in many
ways reflective of a more reluctant European approach to credit, so the two
countries form a particularly sharp contrast in their approach to regulation.
Gunnar Trumbull presents a truly comparative perspective on the two coun-
tries by analyzing the impact of regulatory policy and the relative economic
incentives for lenders. Trumbull explains the high American rates of indebted-
ness in the United States as compared to France. He considers regulatory and
especially deregulatory approaches in both countries and ultimately traces the
roots of national differences to the structures of the financial sector and the
policies that shaped them. Here, he underscores the role played by commer-
cial banks in expanding credit access in the United States. By contrast, Sabine
Effosse finds that French governmental attitudes toward expanded consumer
credit long remained reserved at best. Like elsewhere in Europe after World
War II, developing industry and fighting inflation outweighed interest in
expanding credit. Although the French government adopted more liberal reg-
ulations modeled after American examples during the mid-1950s, the overall
significance of credit-financed consumption still paled in comparison to the
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United States even toward the end of the postwar boom or trente glorieuses, a
nearly thirty-year span of sustained economic growth.

Jan Logemann’s essay explores the motives behind American policies that
favored credit expansion. He argues that credit expansion in the United States
was not just tied to neoliberal market deregulation, but also to long-standing
attempts to expand credit access as a form of social policy. From mortgages
and student loans to credit cards and installment loans, making various forms
of credit affordable and widely available to consumer households was of pecu-
liar importance in twentieth-century America, which lacked European-style
welfare systems but tied social mobility closely to consumption possibilities.
Thus, although state actors repeatedly engaged in cross-national exchanges
about policy approaches, nationally specific regulations and policy making
still influenced consumers and shaped credit markets even in the latter half of
the twentieth century.

The final section of this volume probes the extent to which cultural dif-
ferences can explain variations among national credit patterns. While the
previous chapters point to market innovations, social structures, and policy
incentives to explain credit development, anthropologist Silke Meyer sug-
gests that a cultural shift in attitudes toward the use of credit has been
a major contributing factor to growing household indebtedness in recent
decades. Spurred on by advertising and aggressive marketing, debtors, who
were the subject of Meyer’s field research in Germany, have come to view
credit-financed consumption and instant gratification of personal desires as
integral to notions of social inclusion and self-realization. The social ties
that once governed traditional credit exchanges have changed, she argues,
and loans and debts are increasingly embedded within the cultural logic of
modern consumerism.

Economist Charles Horioka approaches the question of culture in house-
hold finances from a different angle. Comparing cross-national data from
the Organization for Economic Cooperation and Development (OECD) on
household liabilities and assets, he probes the conventional notion of the
“frugal” Japanese. Surprisingly, household liabilities became relatively high
in Japan in recent decades, at times even surpassing those in the United
States. These liabilities, however, were more than offset by high household
assets. Although this circumstance seemed to vindicate standard assumptions
about Japanese household budgeting, Horioka cautions against purely cul-
tural explanations by pointing to the significant rise in debt over the postwar
decades, which counters assumptions about deeply ingrained or immutable
cultural patterns.

Finally, looking at American debt cultures, historian Lendol Calder again
underscores the importance of historical contextualization that reaches back
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at least into the nineteenth and early twentieth centuries. He rejects simplis-
tic narratives of a decline of thrift or a Victorian “golden age” of responsible
budgeting. Although traditional notions of thrift enjoy less currency today,
even “respectable” nineteenth-century Americans were no strangers to finan-
cial irresponsibility. Thrift was never the only game in town, Calder argues.
Furthermore, modern forms of debt often have a financially disciplining char-
acter that merits consideration as its own form of thriftiness, for they force
households to budget more carefully and over longer periods of time. Thus,
while cultural patterns clearly influence credit use, arguments about “national
cultures” of thrift or credit-fueled hedonism are rarely borne out by the his-
torical record. Indeed, the comparative view suggests that the nation may
well be an unsuitable unit for gauging cultures of credit. Attitudes to credit
between, for example, urban and rural consumers in any given country may
well have been more disparate than those between metropolitan consumers
in Berlin, New York, and Tokyo for much of the century.

* * *

Overall, the contributions to this volume emphasize the importance of several
factors for understanding the development of credit. Ranging from cul-
tural processes to public policies and market incentives, these factors defy
easy characterization and stereotyping. Although the influence that American
developments have had on other nations is undeniable, the twentieth century
was hardly characterized by Americanization or the global homogenization of
consumer borrowing and lending practices. Instead, transfers went in mul-
tiple directions. Economists, historians, and other social scientists repeatedly
note that the American model of consumer credit remained peculiar to the
United States in important ways. Still, comparing experiences from numer-
ous countries suggests that fundamental problems of twentieth-century credit
development remain central to all modern consumer societies. The chal-
lenge, raised especially by the American case, of how to provide “democratic”
access to credit under safe and affordable conditions while avoiding irre-
sponsible lending and overindebtedness, for example, has thus far defied easy
solutions.

Despite clear differences across the globe, several factors emerge from the
studies in this volume that can help us understand how credit came to play
such a central, yet precarious role in today’s economies. Consumer credit
institutions and practices grew in the context of emerging consumer soci-
eties from the late-nineteenth century, which also saw an increasing cultural
acceptance of debt for material consumption. Postwar affluence and a rise in
living standards helped to change attitudes toward consumer debt in most
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countries even further, albeit with variations in timing and degree. Credit-
extending businesses—from specialized lending institutions and retailers to,
increasingly, commercial banks—discovered consumer loans as a lucrative
market and promoted their spread through advertising and marketing. Larger
lenders overcame their reservations about lending to “average consumers,” as
these attained regular salaries and bank accounts and as more refined data
on their financial circumstances became available. Nonetheless, the revolv-
ing credit lines that are so important to modern U.S. credit cards did not
find widespread reception in Europe and Japan, where more “conservative”
forms of loans continued to predominate. State regulation also added to the
puzzle, especially as several European countries eased restrictions and reg-
ulations since the 1950s and further liberalized markets by the late 1960s
(in the Japanese case, during the early 1990s). Few countries went as far
as the United States, however, where deregulation was especially prominent
during the 1970s and early 1980s. Across the board, credit fueled hopes
among politicians, administration officials, and consumers for the contin-
uous growth of businesses, while questions of sustainability tended to take a
back seat—in some countries more than others.

The recent credit crisis may have shattered these hopes, but it should be
seen neither as the inevitable culmination of previous developments nor as
the end of growth in consumer credit. As sociologist Martha Poon points out,
credit scores, the innovation that drove many of the U.S. and global finan-
cial developments in recent decades, were still rooted in traditional notions of
predicting and avoiding default. Future scores, she avers, may well transcend
this perspective and focus solely on lending profitability instead. Although
such a shift would perhaps promote even further depersonalization and com-
moditization of lending relations, the history of consumer credit suggests that
face-to-face lending and the neighborhood loan shark are not likely to vanish
any time soon.

* * *

This book originated in a workshop entitled “Cultures of Credit: Con-
sumer Lending and Borrowing in Modern Economies,” which was held at
the German Historical Institute in Washington, D.C., in February 2010.40

I would like to thank the GHI for supporting both the workshop and this
volume. I would also like to thank the participants of the conference for many
stimulating discussions amid an epic snowstorm. Besides the contributors to
this volume, I would especially like to thank Hartmut Berghoff, Michael
Easterly, Sheldon Garon, Martina Grünewald, Louis Hyman, Christina
Lubinski, Martha Poon, and Uwe Spiekermann. Next, I am grateful to Mark
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Stoneman for his extensive editorial efforts and Bryan Hart for his work on
the graphs. Finally, my thanks go to Chris Chappell and Sarah Whalen at
Palgrave Macmillan for guiding this manuscript to publication.
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Lenders and Lending Practices



CHAPTER 1

Selling Televisions on Credit:
The Rise of Consumer Loans

in Postwar France

Isabelle Gaillard

In 1957, Henry Davezac, president of the French electrical manufacturing
labor union, commented on the sizable role that consumer credit should
play in the market for television sets in France: “We have to take all mea-

sures suitable for expanding the market. Making it easier for customers to get
credit constitutes the most effective of these . . . It represents not only addi-
tional sales that would not otherwise be made, but also an essential stimulant
to commercial activity, because it brings about an important growth in cash
sales.”1 Davezac defended consumer credit against its critics as a major way
to increase the sales of new television sets and help the whole electronics
industry grow. But rhetoric and reality are not always identical. What role
did consumer credit really play in the market for television sets in postwar
France?

After World War II, the implementation of a consumer credit system ben-
efited from the dual context of modernization of banking techniques and the
emergence of new and simpler forms of credit, mainly inspired by the United
States. A modern and efficient installment system emerged based on credit
organizations that were frequently connected to manufacturers and that spe-
cialized in financing household appliances, among which the television was an
especially profitable item. Installment purchases partly explained the massive
growth of credit-financed television sales during the period. Credit helped to
widen the clientele base for television sets, much to the pleasure of industry
leaders, who saw credit as a powerful support for their market and industry,
because it greatly accelerated the expansion of mass production.
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Still, only families in middle-income groups could gain access to consumer
credit and become television owners during the immediate postwar decades.
Indeed, consumer credit in postwar France faced many challenges, particu-
larly in contrast to other European and North American countries. Born of a
desire to protect the borrower and the economy, a rather tight credit policy—
which Sabine Effosse discusses in chapter 9—worked to limit this expansion,
particularly for television sets. Loan companies selected their customers and
retailers in a rigorous fashion. At the same time, credit proponents had to
overcome some cultural resistance to consumer credit.

Creating Credit

The birth and the development of Cetelem, a private consumer credit com-
pany (initially called Crédit à l’équipement électroménager) that specialized
in household appliances, exemplified the postwar growth of modern install-
ment systems. Cetelem’s success underlined the new importance attributed to
consumer credit for durable goods by organizations anxious to find a prof-
itable niche and operating with close ties to the manufacturing sector. But
such financing schemes did not come out of nowhere.

The Emergence of Modern Institutional Structures
for Consumer Credit

Installment payment plans dated as far back as the Neolithic period, accord-
ing to Rosa-Maria Gelpi and François-Julien Labruyère.2 Not until the
nineteenth century, however, was a “modern” credit system introduced in
France. It arose with the growth of department stores and was dedicated to the
purchase of consumer durable goods. In 1865, a furniture retailer, Jacques-
François Crespin, promoted sales in his store “by subscription,” and he
convinced other retailers to adopt his system. A former partner of Crespin’s,
Georges Dufayel, developed the system further.3 As Sean O’Connell
describes, “it involved the purchase of vouchers, via installments collected by
Dufayel’s travelers. Vouchers were spent in the numerous stores that accepted
them.”4 In 1913, some of Dufayel’s former employees created La Semeuse,
a sales financial company that was based on this credit system, as were the
so-called economic unions.5 This credit model was characterized by monthly
payments, door-to-door sales, and consumer credit dedicated to household
equipment.6 During the interwar period, installment credit was increasingly
associated with the purchase of new durable goods such as cars, house-
hold appliances, and radio receivers, whereby manufacturers’ installment loan
subsidiaries became much more involved in this business than retailers.7
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Like so much else, consumer credit had to be rebuilt after World
War II. As early as 1949–50, Philips, through its installment loan subsidiary
Radiofiduciaire, advertised consumer credit while marketing television sets.8

Still, one had to wait until 1954 for consumer credit for televisions to truly
expand in France. Modernization of banking techniques and the development
of monthly salary deposits helped sustain a modern institutional structure for
consumer credit.9 New methods simplified the process, and Cetelem helped
pioneer their introduction.

These methods were mainly inspired by the United States.10 From 1950
until the company’s creation in 1953, Boris Mera, who was a close collab-
orator of Jacques de Fouchier (Cetelem’s chair and chief executive officer),
had been in the United States, from where he brought back new techniques
of consumer credit such as notebooks with money orders. Whereas the old
system of drafts put the initiative for covering debts on the lender, this new
method transferred it to the borrower. Borrowers could now conveniently
pay each monthly installment by check or money order. By shifting consider-
able postage costs to the customer, this method lowered the cost of payment
collections for the company.11

Such methods did not always transfer across the Atlantic smoothly, how-
ever. Although the system worked in the United States, where customers
routinely paid by check, it initially ran into problems in France, where
only 6.5 percent of payments were drawn on a bank in 1958. Only in
the 1960s did the number of personal bank accounts begin to expand
in France.12 In 1965, Cetelem decided to create what it termed “pocket
credit.” It, too, was inspired by the American experience with revolving
credit. Pocket credit was essentially a credit card that allowed customers
to have a certain sum at their disposal for purchases. The expenses of
credit were then added to the remaining monthly balance. Yet such revolv-
ing credit represented only a small percentage of the total outstanding
loans made by Cetelem to private individuals even as late as 1981.13 Con-
sumer credit in France remained predominantly installment credit. Still,
such new methods—in the context of sustained economic growth during
the postwar boom—helped credit sales grow by facilitating procedures and
reducing costs.

Specialized Consumer Credit Companies Invest in the Market

Several companies that specialized in financing household appliances emerged
in this context. As in Japan and the United States, consumer credit in
France partially emerged from specialized lending institutions.14 Imitating
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or diversifying the activities of sales financing companies born during the
interwar period, manufacturers set up installment loan subsidiaries, in order
to sell their products and develop their own markets. Indeed, as far as con-
sumer credit for television sets was concerned, three main organizations
dominated the market in France.

There were two television makers’ credit companies, CREG (Crédit
Electrique et Gazier) and Radiofiduciaire. Based on the model of sales financ-
ing companies for cars, they had already been founded during the interwar
years.15 CREG, from the French Thomson group, was founded in 1927,
and Radiofiduciaire, an organization of the French subsidiary company
of Philips, La Radiotechnique, was born in 1933. Both credit companies
were created in connection with banks so as to finance the sales of radio
receivers on credit. CREG’s activities were stopped during World War II and
only resumed in 1954.16 Now the focus shifted to financing television sets,
because radio receivers were no longer expensive and the market for them
was increasingly saturated. Even if it was a subsidiary of Thomson, CREG
was allowed to finance all manufacturers’ brands that had a quality label.
It shared 50 percent of television installment loan financing—risks and
profits—with the Society for the Development of the Television (SODETE),
which was registered as a financial institution by the Bank of France in 1954.
Aside from Thomson, banks and insurance companies were among its main
shareholders.17

Cetelem was also affiliated with SODETE, but unlike its competitors,
it had originated more directly from banks.18 Cetelem was a subsidiary
company of the Compagnie Bancaire from Paribas, although electrical
engineering firms also held a minority stake of about 35 percent in it.19

The company’s founder, Jacques de Fouchier, initially wanted to focus on
household appliances. In a note to close coworkers in 1953, he wrote,
“M. de Buron, Minister of Economic Affairs, asked me to prepare to extend
our activities to television . . . I confirmed to him, however, that we do
not intend to concern ourselves with financing televisions or radios in the
beginning, only later.”20 Cetelem started with washing machines, but had
to wait until early in 1954 for permission from public authorities to sell
television sets on credit.21 By 1958, the magazine Consommation indicated
that the company was—after automobile lenders, whose market Cetelem
entered the next year—“one of the leading private consumer credit compa-
nies in France.”22 This trend continued in the following decades; Cetelem
financed between a quarter and a third of all consumer credit during the
1960s and 1970s. For radio and television financing, it held a market
share between 30 and 40 percent.23 Television sets were a large part of its
success.
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Televisions: Profitable Consumer Goods for Private Credit Companies

In 1953, it took about three months and eighteen days of average wages to
buy a black-and-white television. By 1977, it took only eleven days for a
black-and-white set, but still over a month for a color one.24 Not surpris-
ingly, then, television purchases became one of the major targets of Cetelem’s
installment system during the postwar boom. As big-ticket items that could
potentially last for more than ten years, far longer than it took to pay them
off, they represented a good investment in the eyes of consumers. At the
same time, however, the characteristics of this technological durable good
were always changing, so that the newest model was more expensive but
also more attractive. This circumstance fostered the ongoing contradiction
between the desires and the ability of consumers to pay that credit financing
promised to resolve. As the “better argument against the [high] price,” con-
sumer credit offered a way to obtain faster access to goods. This was at least
what Cetelem suggested to its retailers in 1975.25 The company asked them
to speak “about [the] monthly payment” (mensualité) instead of the “purchase
price” (prix d’achat). It invited them not to forget that “the term of a loan (up
to twenty-one months) allows a customer to make a more important pur-
chase painlessly. A color television doesn’t cost more than six francs a day or
two packs of cigarettes . . . The price of an ordinary black-and-white televi-
sion largely corresponds to the down payment intended for the purchase of a
color television.”26 Customers were not encouraged to evaluate the real cost
of their acquisition. Instead, by comparing the initial cost of their color set
on the installment system to the cash price for a black-and-white set, they felt
that they were getting a good deal and could enjoy their purchase, which no
longer seemed so dear.

But buying on credit was quite expensive for most households. In 1954,
the price of a standard model television was about 90,000 francs. Paying for
the same set over a period of fifteen months raised its price to 103,730 francs,
which was 15 percent higher. Televisions purchased over an eighteen-month
period cost 17.5 percent more than their original cash price.27 In other words,
consumers who had limited means to pay cash ended up spending 15 to
20 percent more to buy financed television sets that they could not really
afford. According to a report of the Ministry of Industry, however, evaluat-
ing credit charges was not only a matter of monetary costs. Credit charges
also accounted for the rendered service, which entailed more than a loan of
money.28 In addition, a 1974 market study from Cetelem found that inflation
considerably reduced credit charges: “buying on credit is much cheaper than
you think.”29 Yet the cost of such a financing service remained high. If a color
television cost 4,500 francs, for example, 1,400 francs was paid in cash, and



28 ● Isabelle Gaillard

the monthly installments were about 185.40 francs for twenty-one months,
which resulted in a total cost of 5,293.40 francs—about 17.6 percent more
than the television’s original price. That did not look bad against an annual
increase in general prices of 11.1 percent between 1974 and 1980; however,
between 1967 and 1985, the retail prices of color televisions rose by only
1.2 percent annually on average, which was far less than the general rate of
inflation.30 Seen in this light, the finance charges appear to have been rather
high, especially considering that the television set was a technological good
whose technical characteristics might change within six months.31 Still, as
Gunnar Trumbull suggests in chapter 7, consumer borrowers in France were
“highly insensitive to price” and, in particular, to the importance of interest
rates, even when inflation declined. Thus, installment plans for televisions
remained a big part of the companies’ turnovers.

From 1954 to 1961, televisions accounted for some 20 percent of
Cetelem’s business. This figure increased to about 25 percent by the middle of
the 1960s—even though the company also began financing cars in 1959—
and peaked at 36 percent in 1966,32 before slowly declining to 12 percent
in 1983.33 Even if its competitors, Radiofiduciaire and CREG, were created
by their parent corporations more as means than ends, television sales still
accounted for 35 to 50 percent of their turnovers at the end of the 1960s.34

Indeed, by considering the massive growth of credit sales in the television set
market, we can understand why manufacturers chose to develop their own
credit companies in the first place.

A Piece of the Marketing Puzzle

As a way to increase television sales, consumer credit became an impor-
tant piece of the marketing puzzle, even though it expanded in France on
a much smaller scale than in most other Western countries. On the other
hand, because customers came predominantly from middle-income families,
consumer credit remained quite limited in scope.

Massive Growth of Television Sales on Credit

Consumer credit for televisions expanded rapidly in the postwar boom years
and thereby helped to promote demand in the television market. The figures
of the market leader Cetelem were revealing. The company started to grant
consumer credit for televisions in December 1953 and financed the sale of
2,569 in 1954.35 By comparison, it financed the sale of 115,600 in 1971,
a fortyfold increase in fewer than twenty years.36 Between 1953 and 1983,
about 3,308,000 borrowers bought televisions on credit through Cetelem.37
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According to Entreprise magazine, about 50 percent of all radios and
televisions sold in 1954 were financed by consumer credit.38 Similarly,
Consommation magazine found that credit financed 50 percent of the tele-
visions and 25 percent of the radios purchased at the end of the decade.39

Furthermore, although these devices represented only 5 percent of total
household expenditures in 1958, for example, they represented 9 percent of
the consumer loans for durable goods.40 As the television market grew, this
last figure reached some 30 to 40 percent in the 1960s.41 The demand for
credit-financed televisions continued in the 1970s, and about 30 percent of
color television sales were credit sales at the end of that decade.42 By this time,
color receivers had partly replaced black-and-white sets in French households,
but they were still three times more expensive.

Representing a quarter to a half of the sales of television sets over the
period, consumer credit played a major role. Indeed, as early as the 1950s, a
report dedicated to consumer credit by the Ministry of Industry commented
on the relationship between consumer credit and economies of scale: “we
admit generally that credit sales contribute to an increase in purchasing power
by expanding production series and by [consequently] lowering prices.”43

A survey by Cetelem in 1962 tried to evaluate how many new customers
consumer credit actually brought to television manufacturers. According to
this study, it was possible, thanks to credit purchases, to obtain a fivefold
increase in purchasers. Only 11 percent of customers had been able to pay
cash for their sets, which cost between 130,000 and 140,000 old francs on
average. This price required a monthly investment over eighteen months of
7,500 francs, which could be saved by only 55 percent of the population at
the time.44 On the other hand, the availability of credit alone did not drive
the sale of televisions. As the Ministry of Industry observed in the above-
quoted report, consumer credit “can help in the development of the sales of a
given product only insofar as this product is in demand by the consumer.”45

Consumer credit could help the product to diffuse more rapidly only if it was
selling anyway. But who bought a television set on credit?

Limited Expansion among Households

The social groups that used credit—especially the working classes—were
also the ones that saw their durable equipment expand most quickly. How-
ever, installment credit was confined to specific social milieus. The greatest
opportunity for expanding its use lay in the middle-income ranges, especially
among the better-off working-class and white-collar families. According to
a 1961 survey,46 white-collar employees represented 11 percent of television
purchases. And among these, 31.4 percent were on credit. For blue-collar
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workers, the figures in the same survey reached 28 and 39.3 percent,
respectively. Working-class consumers appear to have preferred televisions
to washing machines and refrigerators, and they were the best customers
for credit companies as far as televisions were concerned. Farmers, by con-
trast, did not purchase more than 3 percent of the television sets, and only
1.5 percent of those were bought on credit. The liberal professions also used
less credit. They represented 12 percent of the total of television set purchases,
but only 4 percent of credit purchases. Taking marital status into account,
the survey indicated that mid-range families with one or two children were
the most strongly represented group among loans granted for televisions
(43.6 percent).47

The majority of customers, thus, earned a salary or steady wages, and
indeed it was easier for such people to obtain credit in the first place. The
reasons behind this circumstance looked much the same as in other coun-
tries. Talking about the creation of consumer credit for household appliances
in Japan during the 1950s, for example, Simon Partner affirms, “the finance
companies would generally lend only to customers who had salaried employ-
ment, with the payments automatically deducted from the borrower’s bank
account.”48

People using credit came mostly from average and well-to-do segments of
the population. SODETE indicated in 1956 that the social categories inter-
ested in credit were the ones “whose family incomes vary between 50,000
and 150,000 francs a month: miners, skilled workers, middle managers.”49

By comparison, the average monthly income in 1956 was 40,000 francs.50

This profile of consumer credit clients changed very little over the next three
decades. Sandrine Bertaux draws up the model portrait of the Cetelem cus-
tomer: a male employee earning 7,000 francs or more a month and rather
young (between twenty and thirty years old), younger, according to her, than
at the end of the 1950s, when the price of a color television set was about
4,500 francs.51 If consumer credit was a way to democratize the television set
market, then it did so only on a quite limited scale. Furthermore, as extraor-
dinary as the growth of credit purchases for televisions was, only 35 percent
of electronic goods (including television sets) and major appliances in France
were bought on credit in 1962, when the market was booming. By contrast,
this figure reached 55 percent in West Germany, 60 percent in Great Britain,
and even 70 percent in the United States and Canada in the same year.52

Highly Regulated and Feared Consumer Credit

Did distrust of consumer credit lay behind its limited expansion in France?
In short, yes. Concerned especially about increasing inflation and also worried



The Rise of Consumer Loans in Postwar France ● 31

about poverty and financial destitution, the attitudes of public authorities,
credit companies, and consumers toward consumer credit were marked by
skepticism and reluctance.

Restrictive Credit Policies

Highlighting the major role that he believed consumer credit had to play,
Henry Davezac, the representative of the set makers’ trade union, complained
about credit rationing, which, according to him, “dissuades the customer
from entering a retail outlet.”53 As Sabine Effosse shows, the legitimacy of
consumer credit was highly debated in postwar France. If, since 1953, the
French government intended to boost the economy by encouraging consumer
credit while simultaneously fighting black-market credit, French monetary
authorities were slow to subscribe to this policy—in particular because of
concerns about inflation risks.54 Gunnar Trumbull notes that policy makers
on the labor left and Catholic right alike considered consumer credit—and
the growing household indebtedness resulting from it—a threat to social sol-
idarity.55 Yet, at the end of the 1950s, household indebtedness represented
12 percent of consumer spending in the United States, 6 percent in Great
Britain, 2.5 percent in West Germany, and only 1.2 percent in France.56 From
1959 to 1978, according to the French statistical institute INSEE, a related
economic indicator, the level of personal savings, had even increased from 15
to 20 percent of available income.57

A rather tight credit policy resulted from such doubts about consumer
credit. Created in 1945, the National Council of Credit was responsible for
regulating credit sales and devised many restrictive rules concerning the max-
imum length and minimum down payment for consumer loans, the ratio of
capital stock to incurred credit on company balance sheets, the number of
loan companies in the market, and their licensing.58 These restrictions heav-
ily affected television. Initially, credit sales were limited to “useful durable
goods.”59 According to an internal Cetelem document from February 25,
1953, public authorities advised the company not to immediately declare its
intention to offer loans for radios and televisions,60 because these were not
considered “useful” possessions.

Indeed, not until 1954 was consumer credit authorized for television
sets.61 And from 1950 to 1984, despite some easing of credit restrictions,
other limits remained in place. During the 1950s, especially from 1957 to
1959 (times of a short recession, the war in Algeria, and subsequently high
growth in France), the term of a consumer loan was limited to twelve months,
and a 35 percent down payment had to be made. According to a 1958
piece in Consommation magazine, such restrictions had an impact on more
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than the television set market: “Other statutory measures intervened in 1957
(especially the striking increase of the VAT on certain consumer goods) and
certainly provoked a reaction in the behavior of the consumers; it is diffi-
cult to measure the real effect of the restrictive credit measures, [but] it is
very clear that the credit purchases of domestic appliances, furniture, and
diverse other goods (clothing in particular) underwent a sensitive regression
as a whole . . . ”62

There was an ease of this restriction in May 1959. During the following
two decades, the lengths of loans varied from fifteen to twenty-one months
(at the end of the 1960s), whereas down payments averaged between 20 and
25 percent of the purchase price. To put these conditions in perspective, in
1960 a French consumer needed to pay 25 percent of a television’s purchase
price down and had 18 installments to make, whereas a British consumer
paid only 5 percent down for the same item with a twenty-four-month loan,
a German consumer paid 10 percent down for the same twenty-four-month
period, and an Italian consumer paid about 5 percent down for a consumer
loan with a thirty-six-month term.63 In 1968, a household was not supposed
to have monthly repayments that exceeded 15 to 25 percent of its income,
which was far from today’s limit of one-third.64 In April 1979, obligatory
cash down payments were eliminated, but not until 1984 were credit restric-
tions totally abolished.65 Whether a cause or a consequence of this policy, the
overall volume of credit sales remained extremely low. Even if there was an
increasing liberalization in French economic policy, it did not affect credit
regulations.

Claire Andrieu wonders if the time and energy expended on regulating
consumer credit bore any relationship to its importance in the economy as
a whole and concludes, “It does not seem so because, between 1958 and
1971, the volume of credit sales represent[ed] only 2 to 3 percent of all bank
loans.”66 In 1983, consumer credit still represented less than 3 percent of all
loans and only 3 percent of the disposable income of French households.67

This low figure was not alone a consequence of state credit policies, how-
ever. At the same time that consumer credit was highly regulated by public
authorities, private consumer credit companies used rigorous criteria to select
the retailers and consumers that they worked with.

Rigorous Selection of Retailers and Customers

It might sound surprising, but consumer credit companies rarely complained
about restrictive public credit policies. In 1961, they even agreed with pub-
lic restrictions and complained about English abuses in credit. According
to them, English consumer lending was absolutely out of control in 1958,
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which led “to absurd competition and price drops.” They believed that such
circumstances could not occur in France, where the number of credit insti-
tutions in television was practically limited to three big companies—CREG,
Radiofiduciaire, and Cetelem—that did not aggressively compete with each
other. Moreover, “the industrialists accumulate their stocks at levels such
as the development of credit transactions and resumption of their business
can come only from the digestion of the previous operations by buyers
whose resources are blocked today.”68 Liberalizing consumer credit would
thus damage manufacturers, so that the conclusion was clear: “18 months
for a television is good.”69

Despite Cetelem’s leading position in the consumer credit market in
France, it did not succeed in significantly expanding the number of retailers
eligible to use its services. The requirements it set were stringent. The report
of a visit to a retailer for Sonora televisions in late 1953 illustrates Cetelem’s
strict selection process. Having chosen to approve the establishment in ques-
tion at the request of the manufacturer, the inspector in charge of the visit
declared, “We would not know how to please 1500 Sonora retailers,” how-
ever, insofar as “this figure seems to him exaggerated, if we take into account
that there were [only] 240 receivers sold in the month.” Even if, according
to Sonora, retailers of its products were numerous, they could only obtain
Cetelem’s approval if their sales were strong.70

Indeed, according to a study undertaken for Cetelem, “the quality of the
loan, according to the American experience, depends on the quality of the
salesman.”71 Jean Acquier’s article on consumer credit also insists on the
rigor of Cetelem in this respect. The finance company avoided “the dynamic,
but unserious salesmen and the very serious, but undynamic storekeepers.”
Cetelem retailers were supposed to sell only “quality devices,” and they had
to have good after-sales service.72 On top of an “initial sorting, which [led]
to the retention of fewer than 40% of the candidate storekeepers, Cetelem
followed their activity individually and in particular the delays, the disputes,
or the outstanding payments financed for each of them.”73 Cetelem shared
some financial responsibilities with the distributor: “so that the retailer is
interested in sharing reliable customers with us, it always carries a part of
the risk. This . . . is limited in principle to 20% of the cash price of the device
in our company.”74 Cetelem also set a ceiling for the outstanding discounted
bills of every retailer proportional to its turnover. In return, it “support[ed] its
retailers with important advertising and help[ed] them with good statistical
information on the market and its development.”75

Like with its retailers, Cetelem selected its customers in a rigorous way.
It sought information on their social status and income, as well as on the
guarantees they could offer. The company compiled statistical surveys of their
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past customer records to help decide which loans would make good business
sense. And it was able to base credit decisions for former customers on their
old records, if they applied for another loan; such repeat customers accounted
for 30 percent of the credit applications that Cetelem received.76 French com-
panies had to develop their own internal consumer credit reporting systems,
because there was no private “national” consumer credit reporting agency like
Schufa in West Germany, whereby this circumstance seemed to limit their
knowledge about new borrowers.77

Yet the limitations caused both by restrictive state credit policies and the
conservative lending practices of credit companies might not be the only ele-
ments that explain the relatively limited use of consumer credit in France.
The nature of the debate that still accompanied the use of consumer credit
seemed to suggest that there was also broad opposition to it among the French
population more generally.

Resistance to Consumer Credit?

The ways in which credit companies like Cetelem and Radiofiduciaire tried to
convince people to use consumer credit indicates that, at least until the end
of the 1960s, there was still much to do to convince consumers. In 1953,
Cetelem intended “to decrease the prejudices of the buyers” by means of
an “educational and propaganda campaign,” that is, advertising.78 Accord-
ing to the company, credit purchases, as seen by the French people, were
doubly open to criticism: the goods purchased were inessentials, and con-
sumers squandered money on them that they did not even have.79 In 1955,
the Philips magazine Phil à Phil dedicated an article to the company’s credit
subsidiary, Radiofiduciaire. This article talked about consumers in a way rem-
iniscent of speeches in interwar France on how the working class spent its free
time: the miner who bought a television set “instead of spending his leisure
activities in the tavern . . . stays at home and we can say that, around the TV
set, family life is reborn and organized.”80 It appeared that consumer credit
was still morally suspect in France after 1945. Manufacturers knew how they
could counter such attitudes. So did the credit companies.

In the 1960s, Cetelem insisted on the salutary character of credit, which
would teach people how to save. The company did not hesitate to play on
the long-lasting character of credit purchases by encouraging its salespeople
to speak not about price but rather “investment” (placement),81 a term that
clearly aimed at reassuring potential customers by presenting credit as some-
thing productive. This tactic revealed still powerful hesitations and prejudices
in a France that was saving less but that still distrusted debt. Entreprise maga-
zine also advocated consumer credit. While assuring readers that using credit
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was a way to promote economic growth, the article regretted “the hostility
of official circles and the distrust of the private individuals,” and it carefully
noted that credit was not “an inflationary stimulant.” Even if this piece was
aimed first and foremost at public authorities, it also addressed “consumers”
and “private individuals” seen as unwilling to buy on credit.82

In fact, however, there appears to have been a gap between stated atti-
tudes and actual practices.83 This was particularly the case for the main users
of consumer credit, the working classes. From the beginning of the 1950s,
sociologist Paul Henry Chombart de Lauwe indicated that if 39 percent of
the workers of his sample of 132 working-class households bought on credit,
the credit purchase was nonetheless seen in a negative light by many house-
holds.84 And if unskilled workers were just a little less likely (33 percent) to
use installment credit and vouchers than qualified (40 percent) and highly
qualified workers (45 percent), unskilled workers were generally the least
willing to buy on credit.85

Sociologist Gérard Noiriel also observes this difference for 1969. The
group of 35-to-49-year-old workers, who were firmly rooted in the company,
closely linked to its factory and its region, and highly skilled, displayed “the
clearest reservations towards the use of credit.”86 Noiriel underlines, however,
the important role played by complexes in the distribution of credit—as well
as the diffusion of new standards of consumption. Speaking about subsidized
housing, he writes,

HLM buildings are conceived for standards of consumption quite other than
those of the previous popular district. In a survey of inhabitants of a housing
complex of the Parisian suburb, 60 percent of the households considered that
their furniture was insufficient and 44 percent had to take out a loan, just
after their moving in, to equip themselves. Very quickly, the change of housing
entails a restructuring of the budget—with an increase of spending on rent,
transportation, and loan payments.87

In his study of the working classes in northern France in the mid-1970s, soci-
ologist Olivier Schwartz shows that there was still resistance to credit. Most of
the people he studied preferred saving up for a television set over using credit
to buy one. Even if their financial circumstances were precarious, some people
preferred to save up for certain things rather than even consider using credit.
This was the case with Jean-Louis and Gilberte, a couple with four children
whose main income consisted of welfare payments. They paid 8,000 francs
cash for their color television and the piece of furniture that housed it “with
the sum received upon the birth of the fourth child.” Schwartz takes care,
however, to underscore the privileged status of the television, “the total object,
the fetishistic object in the universe of Jean-Louis,” purchased at a time when
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such an acquisition went against the couple’s principles of economy.88 Yet
they did not try to acquire this object faster by credit—had they even been
able to. Reporting on her purchases during a temporary job, Martine Trouvé,
a wife with three children, displayed a similar attitude: “My color televi-
sion, I bought it when I was working at the hospital . . . I always bought
just a little of what I wanted. Everything is paid for in cash, nothing on
credit, because when I work, I easily earn 400,000 francs a month.”89 Such a
comment suggests that credit was used only in the last resort.

Paradoxically, however, even among those who were most averse to
credit—farmers—a change took place after the beginning of the 1960s. In a
rural area like Plodémet in the Bretagne, according to sociologist Edgar Morin
in 1967, “the traditional psychology that had condemned credit purchases
doubly because of the immorality (living above one’s means) and the dis-
honor (because it signifies indebtedness, that is, alienation) . . . has not yet
disappeared.”90 Nonetheless, Morin observed, “some already use shameful
credit: they go to Quimper to post their money order so that nobody knows
anything about it in Plodémet.” Lawrence Wylie, an American sociologist
studying Roussillon, a small village in the Vaucluse, observed in 1951 that
numerous villagers were hostile to credit and that nobody knew television.
When he returned to Roussillon in 1961, however, most of the villagers had
bought their televisions on credit.91

There was thus indeed a kind of paradox of consumer credit in France dur-
ing the postwar period: even if they availed themselves of it, the French appear
to have been critical of installment lending, and credit still continued to be
discredited and hidden, even by its main users. The postwar culture of credit
in France was thus still very different from, for example, the consumerist
cultural logic that Silke Meyer describes for Germany after the 1970s.92

* * *

As constraining as consumer credit terms in France were, credit purchases
of televisions expanded and contributed to a dramatic change in consumer
spending. During the period under consideration, 30 to 40 percent of televi-
sion sets were bought on credit. Installment credit certainly made it possible
for workmen and employees to obtain one—and to do so sooner. The televi-
sion set was one of only a few durable goods that spread relatively quickly and
evenly across all social classes. In 1970, workmen were even better equipped
with televisions than senior executives.93

But as a representative of the French Ministry of Industry had already
observed in the mid-1950s, credit purchases could help developing sales
only if the “product [was] in demand by the consumer.”94 According to this
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official, some people had tried to ease credit restrictions in scooters to start
the market again, but this attempt failed. It was not solely credit that made
consumers buy one item or another. Credit only made it easier to get what
one wanted and to get it sooner. Instead of saving for years, credit enabled
people to afford major purchases and enjoy the goods while they paid for
them. The French credit system encouraged this development.

The growing use of consumer credit suggests perhaps a revolution in
French mentalities, even if credit was still considered suspect at the begin-
ning of the 1950s. This was illustrated in any case by credit practices, which,
in spite of the speeches with a still negative outlook on credit, were more
limited by the restrictive policies that public authorities pursued than by the
borrowers’ attitudes.
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CHAPTER 2

Moral or Modern Marketing?
Sparkassen and Consumer Credit

in West Germany∗

Rebecca Belvederesi-Kochs

The Sparkassen-Finanzgruppe is the biggest consumer financial ser-
vices provider in Germany today. Its workforce numbers more than
250,000 employees. In 2009, the 431 savings banks or Sparkassen

(singular: Sparkasse) that comprise this financial group offered an extensive
branch network with more than 14,000 district offices. During fiscal year
2009, they dealt in consumer loans amounting to¤59.5 billion.1 Their con-
sumer credit business is highly developed. Compared to the overall volume
of retail credit offered by all other financial groups in Germany, the involve-
ment of the Sparkassen is much higher in this business line. In 2009, for
example, the powerful Deutsche Bank only granted consumer loans totaling
¤13.6 billion.2

These figures suggest that consumer loans comprise an essential part of
day-to-day Sparkasse business, but this situation is not a matter of course.
In historical perspective, the current practices of the Sparkassen in the con-
sumer credit business are surprising, as are their attendant marketing efforts,
because the attitude of these savings banks toward consumer credit was still
ambivalent, in many ways even negative, in the middle of the twentieth
century. Sparkassen and especially their umbrella association, the German
Savings and Giro Association (GSGA), focused much more on fostering
savings. They justified this business strategy with their public mandate to
promote savings, which derived from their social commitment as nonprofit
institutions under public law.3
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Due to this strategy, any active promotion of consumer loans long
remained more of an exception that proved the rule. After World War II,
retail banking was still strongly affected by managerial faith in the utility and
necessity of thriftiness.4 Thus, a specific set of beliefs dominated the savings
banks’ organizational culture at mid-century.5 It was influenced by the origi-
nal Sparkasse business model, rooted in the late eighteenth century, when the
first savings bank on German territory was founded by the Hamburgische
Patriotische Gesellschaft in 1778. The goal of this pioneering institution in
the savings business was to educate low-income earners about thrift and show
them the benefits of private savings. Self-help principles motivated the early
founders to establish savings banks.6 Sparkassen were supposed to strengthen
the self-reliance of the “lower classes” and enable them to learn to organize
their lives in a sustainable manner. Considering this approach, the accumula-
tion of capital qua private savings seemed an apt instrument to encourage
members of the working classes to integrate themselves into the emerg-
ing capitalist civil society. This intellectual concept was of eminent social
importance at a time when public or corporate insurance companies did not
yet exist.

The close connection between the Sparkassen and savings is indicated
by the corporate name, which derives from the German word sparen, to
save. Even though the focus was initially on personal savings, Sparkassen
entered the personal loan market as early as the nineteenth century.7 Many
of their charters foresaw granting private loans to the poor, because that,
too, was part of the charitable business conception. In case of genuine
need, the poor should be able to borrow money without falling prey to
usurers. The option to grant personal loans was a complementary strat-
egy to prevent an excess of pauperism caused by private debt. However,
the deposit business had a stronger influence on the institution’s self-image,
and thrift educational approaches became a long-lasting constant in the pol-
icy of Sparkassen, which was reflected in the joint advertising campaigns of
the GSGA.

Considering the epoch-spanning predominance of a thrift mentality, this
essay analyzes the external and intraorganizational reasons behind why the
Sparkassen argued for a low-key consumer credit policy after World War II
and how this policy affected their marketing guidelines. In order to under-
stand the interplay of product and marketing strategies, the original corporate
mission of the Sparkassen and their development under National Socialism
will be briefly discussed. The latter needs to be emphasized, in particular,
because it was formative for the early postwar period. After this excursion into
the earlier history of the Sparkassen, three periods of their postwar consumer
credit business and marketing efforts are presented in detail.
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The first period started in 1948, when the Sparkassen began to offer per-
sonal loans again. A few years later, the “purchase loan” (Kaufkredit) was
introduced. Even though this offer enlarged the existing range of these banks’
financial services, it was not reflective of the still limited intraorganizational
significance of consumer loans after the war, particularly inside the GSGA.
Until the late 1950s, normative “basic assumptions,” as Edward Schein
calls them, still dominated organizational thought and practices, influenc-
ing decision making.8 This circumstance was reflected in “moral” marketing
strategies and advertising campaigns, which warned the public to economize
and save. In this first phase, the promotion of consumer credit was a marginal
phenomenon in Sparkasse marketing.

The internal relevance of this financial product would change during the
late 1950s when competition from commercial retail banks rose. In conse-
quence, people had easier access to credit in the second period. In 1961, the
Sparkassen introduced the acquisition loan (Anschaffungsdarlehen) as the first
flexible, cash-paid consumer loan in West Germany. Subsequently, market-
ing strategies and advertising campaigns began to downplay the distinction
between the lending and deposit business of the savings banks. Nonetheless,
their promotion of consumer credit remained small in comparison to their
thrift advertising.

A real breakthrough came in the second half of the 1960s, caused largely
by institutional and legal changes, as well as by personnel changes within
the GSGA’s management. By 1968, the consumer credit business attained a
new level through the introduction of overdraft loans for checking accounts.
By now, the Sparkassen had adopted “modern marketing management” and
were promoting consumer loans as aggressively as other financial businesses.9

Although the Sparkassen simplified access to credit during this third period,
their portfolio of credit services also diversified because of growing customer
demand.

The Initial Position after World War II

Three trends lay behind the difficult relationship between the Sparkassen
and consumer credit. First, the original mandate of the Sparkassen caused
intensive concentration on the savings business. The public interest was to be
served by giving poorer people the opportunity to accumulate private capital
with the aim of preventing pauperism and strengthening social freedom.10

In the long run, the mission of thrift education was regarded as an appro-
priate instrument to influence people’s ability and motivation to save. This
educational approach was cultivated in private circles and societies where
the savings idea predominantly matured.11 Drawing on the philosophy of
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public utility, the initiators of Sparkassen viewed education as a central issue.
Their underlying self-help concepts and self-made-man mentality stood in
the context of an emerging civil society, creating a new system of “bour-
geois” values in which thrift and moderation played an important role in
order to improve the economic situation of the masses and protect personal
vested rights.12

Thus, a self-image as a savings institution accompanied the Sparkassen
since their early inception and made the deposit business historically a prior-
ity of their retail banking. Traditionally, their concept of social responsibility
was interpreted as a duty to thrift education. The internal records, even into
the postwar era, show that Sparkasse managers believed they had a mission
to educate the population. In the 1950s, they declared it a self-imposed
obligation to support and strengthen what they held up as a “German” sav-
ings culture.13 The latter was closely linked to the commonsense conception
of German cultural identity, in which secondary virtues like punctuality,
thriftiness, orderliness, and steadiness played an important role.

A second historically relevant context was the Nazi era and its impact
on the entire Sparkasse organization. At the peak of the Great Depression
in Germany, during the summer of 1931, several banks collapsed and the
functionality of the capital market was in danger. In order to stabilize the
financial system, the state’s involvement in the German credit sector grew,
and major incorporated banks were partially socialized. Regulatory measures
aimed to decrease the instability of the credit market. In the same year, the
crises also affected the Sparkassen and their liquidity. Liquidity was at risk,
because local authorities had direct access to the institutes, which by law had
to provide them with credit. This dependency, however, put the efficiency and
functionality of the German savings bank system to the test during the crisis.
Consequently, the autonomy of the Sparkassen was expanded and the Weimar
government put them under public law in November 1931.14 After the Nazi
seizure of power in 1933, however, the regulation of the German credit sector
grew further and was reorganized to comport with the ideological aims of the
Nazi regime.15

For the Sparkassen, this development meant organizational changes, as
higher management positions were filled with sympathizers—or at least fel-
low travelers—of the Nazi regime. Due to this staffing policy, resistance to
the regime’s policies, especially in the umbrella association, remained quite
low. The Sparkasse leadership also hoped that the Nazis and their central-
ized approach to economic policy could cope with the Great Depression.16

In the end, voluntary subordination was the result of economic and social
circumstances. During that era, the Sparkassen served “the Führer,” mean-
ing they promoted the virtue of thrift as a patriotic duty and contributed to
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nationalistic thrift propaganda.17 To save now meant to serve the interests of
the Volk, the racially defined national community. The original interpreta-
tion of a savings culture as the backbone of civil society vanished and, with
it, its “bourgeois” connotations and individualistic implications. In 1933,
Sparkassen created the advertising motto “first save—then buy,” which was
supposed to encourage people to be thrifty and motivate them to a moderate
way of consumption.18

To professionalize Sparkasse marketing with the intention of fulfilling the
regime’s need for capital, an autonomous advertising division was created
in 1935, the Deutscher Sparkassenverlag.19 It was responsible for the joint
advertising of the Sparkassen and introduced systematic methods, as well
as efficient planning systems. Accordingly, deposit marketing was expanded
once more, and the Sparkassenverlag was partially responsible for a savings
boom, which began in 1936 as the German economy started to recover. Mir-
roring this concentration on the deposit business, lending for private needs
was largely proscribed for Sparkassen. Although some specialized consumer
lending institutions remained active, hoarding money and financing con-
sumption through credit were widely regarded as patriotic treachery.20 This
mind-set partially outlived the Nazi period, even if the policy considera-
tions behind them did not, and the Sparkassen stuck to ingrained patterns
regarding the consumer credit business even after 1945.

A third factor that negatively influenced the savings banks’ attitudes
toward consumer loans in postwar Germany can be found in the difficult
economic conditions during reconstruction. After the war, the capital market
was out of kilter. Severe postwar inflation necessitated a currency reform in
June 1948, which entailed a dramatic devaluation of deposits.21 The result-
ing loss of private savings angered people who had trusted in the stability of
savings banks and saved at them for years. This situation greatly damaged
the image of the Sparkassen, which customers regarded as abettors of the
“currency injustice” because of their dominant market position in retail bank-
ing.22 Their market share accounted for about 70 percent of private deposit
banking immediately before the currency stabilization.23

In order to regain customer confidence and counteract widespread sus-
picion of savings,24 the Sparkassen had to restore savers’ trust. Confidence
in the reliability of financial institutions had to be reconstructed by system-
atic public relations.25 However, restoring trust was a very difficult task, as
this was the second currency reform within a generation for many Germans.
“Contrary to its later reputation, public confidence in the new currency was
not very high, which is another reason why people did not save. Instead
money was used for consumption.”26 The urgency to rebuild a savings cul-
ture was enhanced by a tremendous demand for investment capital in postwar
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Germany. Reconstruction—rebuilding infrastructure and the economy—was
capital-intensive, which also put the Sparkassen under pressure to foster
savings.27

In line with their traditional stance, the German savings institutions pro-
moted thriftiness as an ethical standard because they were “convinced of the
thrift idea’s rightness.”28 In contrast to Nazi savings propaganda, however,
especially the GSGA reconnected to the “bourgeois” tradition by fram-
ing its advertising messages within a broader set of liberal civic virtues.
Both the internal rhetoric of the Sparkassen and the messages they con-
veyed to the public portrayed thrift as a necessary element of modern
capitalistic-democratic societies, a message that comported with broader West
German discourses at the time.29 The virtue of thrift was closely connected
to the values of West Germany’s liberal social market economy, because
an “egoistical” act like saving was thought to boost economic growth and
social progress. Federal President Theodor Heuss underscored this point
on World Thrift Day in 1952: “By thinking of himself, the saver helps
others.”30

First Phase: “First Save, then Drive”

During the 1950s, the Sparkassen practiced what I term “moral marketing,”
which reflected their organizational culture. Because of their public man-
date, they understood themselves as “moral institutions,” a term originally
used by the German poet Friedrich Schiller in reference to the pedagogical
influence of the theater. Schiller had declared that actors on stage would be
able to teach the audience essential virtues and values.31 The management
of the GSGA used this paradigm, insofar as the umbrella association pub-
lished booklets and other marketing materials in which Sparkassen appeared
as “moral institutions” with the mission to morally educate the German
population.32 Sparkassen had to communicate the necessity of savings and
thriftiness to the public. Their social commitment became manifest in
moral marketing strategies that corresponded with their corporate values and
self-perception.

Accordingly, thrift was regarded and promoted as a character trait that
boosted individual, social, and economic progress.33 Marketing stressed that
savings provided personal security, while keeping people grounded during
economic downturns. Corresponding to this message, Sparkassen and espe-
cially the GSGA declared that personal financial reserves created economic
independence for everyone. In this context, thrift was even treated as a pre-
condition of personal freedom—much in contrast, it should be noted, to
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the ads for easy cash loans since the 1990s that Silke Meyer discusses in
chapter 10 of this volume.34 For postwar Sparkassen, this general market-
ing focus on thrift education was instead combined with negative attitudes
toward consumer credit and a distinctive lack of advertisements for consumer
loans.35 This was insofar surprising as personal loans had long been a cen-
tral part of their traditional business. The role of the Sparkassen had also
been to provide cities, local enterprises, and the “common people” with access
to credit.

After World War II, however, a confluence of the several factors discussed
above prevented any extraordinary activity within the consumer credit sec-
tor. Instead, reluctant decision making predominated within the GSGA,
hindering Sparkassen from venturing into this market unreservedly. This
conservative strategy was certainly fostered by personnel continuities in man-
agement. Most of the managers in the GSGA had been socialized during the
Great Depression and Nazi era, when capital investment had been directed
to industry and the state, while private consumption had needed to be self-
financed. Their generation had grown up in an economy of scarcity, in which
thrift was a necessary virtue. The internal records of the central advertising
committee testify to the internalization of this thrift logic in the 1950s.36

There was a genuine trust in the utility and moral correctness of “saving
ahead” (vorsparen) for consumer goods purchases. Marketing, advertising,
and publicity touted regular saving as the only way to finance personal
dreams.37 They idealized thrift as a guiding principle for happiness. A popu-
lar Sparkasse slogan emerged in this context: “First save, then drive.”38 This
catchphrase underlined once more the intellectual impact of the Nazi era for
postwar Sparkasse history, because it derived directly from National Social-
ist thrift propaganda, which had launched the slogan “first save, then buy”
in 1933.39

The aversion of Sparkassen to consumer credit corresponded in many
respects to overall public opinion. In postwar society, conspicuous consump-
tion and buying on credit were perceived as indecorous. A representative 1955
survey found that a majority of interviewees still felt obliged to the idea of
thriftiness. Although a certain pent-up demand for consumer loans existed
after the war, 77 percent of respondents still refused even hire-purchase offers
and stated that they had not paid any installments in the last month, while
57 percent assertively supported the virtue of saving.40

Although Sparkassen did not overtly market consumer loans, they
nonetheless had a leading position in the consumer credit business.41 Because
of this paradoxical situation, they can even be described as “reluctant lead-
ers” in postwar West Germany’s consumer credit sector (next to specialized
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installment finance institutions). Already in 1948, the Sparkassen offered per-
sonal loans up to DM 600, but access to this form of credit was hindered by
autocratic complexity and restrictions. The Sparkassen rigorously tested for
economic and occupational need in every individual case, and usually it was
difficult to obtain this kind of credit for personal consumption. In 1952, the
Sparkassen introduced the purchase loan as a form of installment credit, but
it was similarly overburdened with administrative barriers. These problems,
along with anticipated social stigmatization, kept away many clients in need
of money. Furthermore, purchase loans were intended only for durable con-
sumer goods—household items such as refrigerators and other major electric
appliances, for example. They were also meant for small-scale entrepreneurs
who needed capital investment for a concrete purchase. Before a loan was
approved, customers had to save 20 to 30 percent of the product’s price. After
that, the sum of money was not transferred to their personal account, but was
booked directly to the merchant. The products bought with this loan served
as security.42

Even though the purchase loan enlarged the Sparkasse portfolio of loan
products, the GSGA still openly dismissed it as demoralizing for society.
According to the organization’s president, Fritz Butschkau, who headed it
from 1953 to 1967, Sparkassen were supposed to focus on their educational
duty and prevent overconsumption. Butschkau admonished member insti-
tutes on various occasions to remember their public responsibility, including
their social mandate for thrift education. At the same time, he equated
consumerism with social conformism. In his opinion, borrowing would lead
to personal bondage, whereas savings symbolized freedom. In this context,
he referred to the German adage, “borrowing brings sorrow” (Borgen bringt
Sorgen).43

In sum, negative attitudes to installment buying remained the norm
among Sparkassen during their first decades of postwar business.44 How much
this circumstance affected their advertising during this time is reflected in
the fact that today there are no documented posters that promoted pur-
chase loans. The seemingly complete absence of that business segment from
Sparkasse marketing evidences how restrictive their consumer credit policy
actually was. In contrast to the rhetoric of the GSGA, however, the consumer
credit business actually became a successful sector for Sparkassen during this
time. For example, the Sparkasse market share of installment loans was a
little over 20 percent in 1956. Their strongest competitors were special-
ized installment banks, which had similarly reemerged since the late 1940s
in order to fill pent-up demand. These specialized banks boomed above
all during the early 1950s, when the volume and number of installment
loans they granted increased quickly. From 1951 to 1957, their market share
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remained higher than that of all other financial institutions combined, includ-
ing the Sparkassen.45 Yet, compared to other major full-service banks in West
Germany, the quantitative engagement of the Sparkassen in the personal loans
sector was above average. Their credit volume grew from DM 83.7 million
in 1951 to DM 581.1 million in 1957.46 Even if these figures evidenced eco-
nomic success, however, internal resistance still remained blatant as late as the
second half of the 1950s. Aside from Willy Krämer, who was a driving force
in the Sparkasse organization and an early supporter of consumer financing
in the GSGA,47 skepticism and discomfort prevailed:

The purchase loan business is . . . more dangerous for the customer himself.
Upon thorough examination of the purchase credit agreements, one can recog-
nize more and more clearly that things are purchased that would not even be
an option for the household for cash-only transactions . . . Simply the fact that
one does not need to spend any money at the moment tempts one again and
again to buy more than necessary and to buy things that one could definitely
do without.48

Second Phase: “When Money Is Concerned . . . Sparkasse”

Although the Sparkasse consumer credit business had gained momentum
by mid-century, doubt remained within the organization about whether this
lending activity comported with the public mandate of these savings banks.
Questions also persisted about the implications of consumer lending for
thrift education. At the beginning of the 1960s, however, this negative per-
ception of consumer credit began to dissipate because of changes outside
the Sparkassen and the GSGA, namely, in sociological determinants and
competitive parameters.

First of all, the Federal Republic’s general socioeconomic upward trend
influenced the decision making of the Sparkassen, because it directly affected
the demand for credit and the supply of savings. The “extraordinary” eco-
nomic development of West Germany since the so-called Korea boom in the
early 1950s was important. Contemporaries termed it the Wirtschaftswunder
or economic miracle, referring to the boom of the West German and other
West European postwar economies with increasing employment rates and
rising wage levels.49 Due to growth in real wages, the purchasing power of
the average household rose. Living standards in West Germany improved in
an unexpected way, at least from the perspective of contemporary witnesses,
who could not have imagined such potential for growth immediately after
the war had ended. A new spending mentality took hold, and more affluent
consumption patterns emerged.50 The rise of new personal needs and wants
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had worried Sparkassen in the 1950s; however, in retrospect, there was little
cause for alarm, because the savings rate boomed as well. People saved more
and bought more at the same time.

In addition to the expanding rates of savings, which indicated that the
savers’ trust had not been as negatively affected as the Sparkassen and the
GSGA had feared, another trend strengthened the business development of
the savings banks: the reorganization of wage payment methods at the end
of the 1950s.51 Since then, weekly payments in cash were a thing of the past,
because companies now preferred to pay wages with monthly direct deposits.
In consequence, the number of checking accounts grew rapidly.

These economic changes helped make even low-income earners increas-
ingly “bankable.” Therefore, private commercial banks discovered a new
potential clientele in what had long been the target group of the Sparkassen,
and they began retail banking in 1958 by offering financial services to the
“average” person.52 Thus, competition in the German credit sector rose, and
banks started to offer attractive services to private households in the lower-
income groups. In the same year, economic minister Ludwig Erhard called on
financial institutions to offer consumer loans to stimulate further economic
growth.53 His focus on the consumer goods industry derived from the notion
that the success of the West German social market economy could only be
guaranteed by individual consumption, which he declared to be a fundamen-
tal right of every citizen. In Erhard’s opinion, high average consumption was
the motor of prosperity.54

Once the bank regulatory authorities adopted this idea and changed the
underlying legal conditions, the “small loan” (Kleinkredit) was introduced by
both savings and commercial banks. The “big three” commercial banks—
Deutsche Bank, Dresdner Bank, and Commerzbank—launched such loans
in May 1959. Deutsche Bank called this important product innovation the
“small personal loan” (Persönlicher Kleinkredit) and opted for an extensive
marketing campaign. So did Commerzbank, which coined the slogan “Con-
sumer Loans for Everyone” in order to capture public attention.55 Compared
to the marketing activity of the Sparkassen, the competitors’ involvement was
higher in this business line, because internal objections still existed within
the GSGA. Overcoming the internalized thrift mentality of its management’s
value system was not easy. Established organizational modes of thinking and
acting persisted and hampered a forward-looking strategy. Despite the inter-
nal skepticism regarding the promotion of consumer loans, however, the
Sparkassen had the strongest market position, which arose from their dom-
inant position in the savings business. Thus, with regard to market share,
their broad customer base was a competitive advantage. In June 1960, the
Sparkassen were responsible for 44.8 percent of the country’s volume in
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consumer loans, whereas other banks held 37.6 percent and credit unions
17.4 percent. The Sparkassen held 608,399 such “small loans” at this time,
and the amount on them outstanding was DM 483.8 million. The growth
of this segment was noteworthy, because—in total credit volume—this new
personal loan quickly achieved higher demand than the older purchase loan,
which accounted for DM 420.8 million in June 1960.56

In retrospect, the launch of personal loans was a significant step in the
development of the German consumer credit business, which in turn pro-
voked changes in Sparkasse credit policy. The maximum available credit sum
for personal loans rose from DM 600 to DM 2,000. This increase matched
the general rise in household prosperity, but a relatively short loan period
of six to twenty-four months (at most) still showed the limits of the savings
banks’ flexibility. Another advancement in the Sparkasse consumer loans busi-
ness was achieved in 1961 with the introduction of the acquisition loan.57

The idea of offering a more flexible form of consumer loan with cash paid
directly to the consumer was first realized by the District Savings Bank of
Cologne and its president, Willy Krämer, who spearheaded the consumer
credit movement inside the national organization. This consumer loan, which
was a customer-friendly modification of the so-called small loan, became part
of the regular Sparkasse credit portfolio shortly after Krämer implemented it.

All in all, the Sparkassen had a first-mover advantage in this lucrative
market. The introduction of the acquisition loan quickly paid off, soon
becoming the most successful form of installment credit, outperforming other
kinds of consumer loans. For this reason, other banks followed the exam-
ple and launched competing products the following year. Already in 1965,
the Sparkassen made acquisition loans for some DM 751 million. This was
quite high compared to the volume of small loans, which accounted for DM
698 million in the same business year.58

The advantages of this consumer loan consisted of higher credit sums
determined on a case-by-case basis, as well as variable loan periods, so that
the process of borrowing became more individualized and responsive to the
differentiation of customer demands. Even though acquisition loans were
supposed to be used for durable goods, they were not limited to specific items,
which strengthened the autonomy of borrowers; it was an important step in
the monetary emancipation of the private household. However, acquisition
loans did not completely replace the existing portfolio, but rather comple-
mented the small loans by filling a market niche, insofar as at least DM 2,000
had to be borrowed.

The pioneering efforts of the Sparkassen with their acquisition loans
showed that these banks were trying to anticipate shifting market conditions,
mapping out a new strategy in order to hold their position as market leader
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in consumer lending. At first, they accepted the rising demand for credit ser-
vices reluctantly. Nevertheless, they diversified their credit services efficiently
and successfully. The volume of consumer loans held by the Sparkassen
grew throughout the decade, for example, from DM 2.22 billion in 1963
to DM 3.17 billion in 1967.59 Ultimately, a combination of external pres-
sures and material success brought about a slowly changing mind-set within
the organization.

Competition did not just arise within the banking sector, however. Since
the mid-1950s, credit brokers had capitalized on consumers’ sense of shame
when borrowing money outside the family. For this reason, brokers inter-
vened by offering anonymity in the process of borrowing in return for higher
interest rates. This trend, as well, pushed the Sparkassen to invent a cre-
ative, less bureaucratic, and more flexible form of consumer credit, like the
acquisition loan. In order to fulfill their public mandate, they felt obligated
to prevent uncontrolled borrowing and overindebtedness. Expanding their
credit portfolio could be portrayed as part of the institution’s social mis-
sion, because the banks were offering responsible financial products tailored
to their customers’ needs at reasonable interest rates.60

Consumer loan advertising still remained underrepresented in compar-
ison to the various thrift-marketing campaigns during the early 1960s,
although Sparkasse marketing moralized less than before. Internal and exter-
nal Sparkasse communications gradually changed. This trend was exemplified
by the slogan “When money is concerned . . . Sparkasse,” which is still in
use today.61 It was created in 1963 to underline the institutions’ full-service
approach, emphasizing their entire range of business activities. The gradual
shift in marketing is evident in contemporary billboards, posters, and other
advertising matter, which explicitly promoted consumer loans since the mid-
1960s. However, a radical rupture of the intraorganizational thought and
belief system was not yet observable. Until 1966–67, decision making was
in many respects still influenced by the traditional Sparkasse mentality and
its focus on thrift education.

Third Phase: “Grandpa’s Sparkasse Is Dead”

Ludwig Poullain, president of the GSGA, asserted in a 1969 speech,
“Grandpa’s Sparkasse is dead.”62 He was characterizing the corporate tran-
sition that had just changed the product policy and marketing strategy of
the Sparkassen. At that time, the operational business was already pervaded
by modern marketing management. In this case understood as an integrated
management system driven by market developments, modern management
includes much more than established methods to increase sales, because it
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determines corporate direction and goal setting.63 This shift in management
philosophy was, of course, closely connected to the socioeconomic develop-
ment of the time, giving rise to a pluralization of cultural values and lifestyles,
which in turn advanced the rise of systematic marketing in Germany.

As a result of the new approach to management, the Sparkassen devel-
oped into market-oriented financial service providers. Their self-perception
as moral institutions grew obsolete. This transition in corporate culture was
caused by the interplay of internal and external factors. In 1966–67, lead-
ing positions in the GSGA and the Sparkassenverlag were occupied by a
new generation of managers, who broke with the conservative interpreta-
tion of a public mandate and proved open-minded toward modern marketing
management.64 In addition, the West German credit sector was partially lib-
eralized in 1967. Essential laws were revised to remove many restrictions,
especially those concerning interest rates and marketing.65 One milestone
for German credit institutions was that they were now permitted to do
comparative advertising, as long as they avoided using superlatives and did
not present misleading information. As a consequence, competition in retail
banking rose and encouraged further customer and market orientation. These
legal changes complemented the transformation in Sparkasse leadership in
facilitating fundamental organizational change.

The introduction of modern marketing management was a key moment
in the history of consumer credit supply and access. The GSGA modernized
the interpretation of their members’ public mandate. Now that these banks
were supposed to make the whole range of financial services available to the
population, both the deposit and lending businesses achieved equal status
in Sparkasse policies.66 These banks now behaved even more proactively in
the consumer credit business and were able to secure first-mover advantages,
which were important in many respects.

A prime example was the launch of automatic overdraft loans for quali-
fying checking accounts (Dispositionskredit) in 1968. In this special case, the
Sparkassen tried to “reverse the initiative” in the lending business, because
in former times clients had needed to apply officially for a loan.67 The
procedure was simplified in a customer-friendly manner. According to the
changing initiative of the Sparkassen, checking account clients who had a
regular income deposited to their accounts received lines of overdraft credit
as a matter of course, without any special application. Customers could inter-
pret this credit line as a “mark of confidence” in them.68 The amount of
credit depended on income level. The growing importance of professional
marketing could also be seen in the new financial product’s name, which the
GSGA chose in response to knowledge gained from market research. The
term Dispositionskredit suggested that funds were at the disposition of
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the consumer. A possible alternative, Überziehungskredit, more literally con-
formed to the English word “overdraft,” but this was rejected as too negative
in connotation.69

In other words, the process of decision making was increasingly affected
by the customers’ perceived frame of reference. This shift was reflected in
Sparkasse advertising, too, as this form of credit was often portrayed as suit-
able for an individualistic, modern, uncomplicated way of everyday borrow-
ing. This way of discussing consumer credit became increasingly prominent
during the last quarter of the twentieth century, as other contributions in this
volume suggest.70

The success of this marketing strategy convinced the Sparkassen to extend
their lead in the consumer lending business even further. In 1969, they
launched the so-called all-purpose mortgage (Allzweckhypothek), a long-term
product with individually negotiated terms of up to fifteen years.71 Then,
two years later, the credit portfolio was supplemented by a medium-term
loan in the tradition of the acquisition loan. By calling it a “self-service loan”
(Selbstbedienungsdarlehen), advertisements suggested that it was the most
modern and flexible mode of financing consumer needs.72 By the mid-1970s,
the Sparkassen offered and promoted a wide range of consumer loans.

However, this broad array of credit services also caused confusion among
customers who were irritated about the seemingly endless variety of choices.
At the same time, the market share of the Sparkassen in private lending edged
downward. In 1968, they were the undisputed market leader with 35.5 per-
cent of all private loans. In 1975, they were still the market leader, but with a
downward drift. Now, their relative market share was at about 32.8 percent.
In addition, a structural shift in credit demand occurred. From the end of the
1960s to the middle of the 1970s, long-term loans gained roughly 5 percent,
whereas short- and medium-term loans lost ground.73

As a consequence, the GSGA commissioned further market research. The
resultant study found that those surveyed wanted more clarity and trans-
parency in the consumer credit business. Especially product names were
perceived as inconsistent and confusing. Therefore, a new credit concept with
new terms needed to be devised to meet the customers’ desire for “relevance,
simplicity, shortness, and integrity.”74 The GSGA umbrella association con-
sequently created the “all-purpose credit program” (Allzweckkreditprogramm)
in 1976, which summed up the entire range of services and presented it for
the first time in a uniform manner.75 Inventing this “credit program” was
a matter of rearranging the existing order of credit products. It was clearly
much more of a marketing-based solution, which corresponded to the image
of a modern full-service financial institution, rather than a genuine product
innovation. The credit program was presented as a hierarchy of loan products
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organized according to credit terms and volumes, with overdraft loans on top,
consumer loans in the middle, and mortgages on the bottom. This market-
ing strategy resulted in the improved market performance of the Sparkassen
in the following decade. They regained their former strength in the consumer
credit business, holding a market share of 40.2 percent in the private lending
business in 1984. The absolute value of Sparkasse consumer loans that year
amounted to DM 61 billion.76

During the period analyzed, the level of borrowing in the Sparkassen
increased steadily, and it is still increasing today. Over the long term, con-
sumer loans expanded dramatically in the Federal Republic. Recent studies,
adjusted for inflation, show that, in the late 1950s, West German finan-
cial institutions dealt in consumer loans of about ¤1.8 billion. By the late
1970s, the volume had already reached about¤60 billion; and in 2009, con-
sumer loans of about ¤228 billion circulated in Germany.77 Even though
these absolute numbers evince a rising supply of, demand for, and access to
credit, the annual rate of growth in the credit market has regressed since the
late 1970s. During recessions, like the first oil crisis of 1973, this rate even
declined due to negative economic expectations. Such findings suggest that
German consumer behavior in private lending is proactive. This conclusion
is drawn in Sparkasse literature, too. It acknowledges that, in the midst of an
economic crisis, debtors try to avoid further borrowing and attempt to pay
back their consumer loans faster than they do during a booming period.78

Besides the rising level of private debt, savings ratios developed extremely
positively, which was caused by expanding average incomes and rising living
standards. Therefore, the German savings rate has multiplied since mid-
century. Today, it is about 11 percent, which is significantly different than
the U.S. savings rate, which has shrunk dramatically since the early 1980s
with a first-time, twenty-first-century negative growth in 2005.79 In light of
these facts, it is clear that saving and lending alike belong to everyday life in
Germany nowadays—and the public mandate of the Sparkassen still ensures
that private clients get both the opportunity to save and access to credit.

Conclusion

Explaining the shifts in the consumer credit products and marketing policies
of the Sparkassen after World War II is not an easy undertaking, especially
if the banks’ internal perceptions of consumer credit are related to their
actual market performance. In this context, the periodization proposed in this
essay provides the basis for systematic analysis, even though the actual com-
plexity of this phenomenon is considerably reduced. In reality, progressive
and conservative moments often overlapped or worked against one another.
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Therefore, the actual extent of internal frictions regarding consumer credit
has just been sketched schematically. Nonetheless, three broad phases can be
identified.

The first one, in the decade after the 1948 currency reform, was charac-
terized by hesitant decision making and restrictive activity in the consumer
credit business. During that period, the Sparkassen positioned themselves as
reluctant leaders in this business segment. Instead of promoting consumer
loans, they concentrated on fostering savings, an emphasis that was rooted
in their conservative interpretation of their public mandate. The promo-
tion of thrift and “moral marketing” prevailed, because the Sparkassen still
understood themselves as “moral institutions.” In the second phase, how-
ever, new credit forms were launched and competition in retail banking rose.
The Sparkassen tried to react sufficiently to changing social and market con-
ditions. Although internal skepticism and resistance were still detectable,
the Sparkasse portfolio of consumer loans was expanded and consumer
credit access was much easier than before. In addition, product offerings
became more flexible and, in the mid-1960s, consumer credit advertising
started to spread. Yet a real breakthrough can only be observed following
the generational and conceptual change in management in the late 1960s.
With the implementation of modern marketing management, the Sparkassen
assumed the initiative in the consumer credit business, chose aggres-
sive marketing strategies, and procured important first-mover advantages.
According to their new self-image as “modern” financial service providers,
their range of credit services was tailored to the specific needs of their
customers.

That the former self-perception of the Sparkassen as “moral institutions”
had vanished became not only obvious in consumer credit advertising. The
most visible sign of the far-reaching organizational change was the redesign
of the traditional logo, commissioned by the GSGA in the early 1970s. Otl
Aicher, a famous contemporary designer who also revised the visual image
of Dresdner Bank, created a new, modernized corporate design. He elimi-
nated the previous logo’s analogy to a classic piggy bank and abolished its
coin slot, which represented the former internal emphasis of the banks on
private savings accumulation. In its place was a bold red “S,” slightly wider
than it was tall, with a big red dot above it. If the dot still symbolized a coin
dropping into a piggy bank, the direct link to savings was no longer obvi-
ous in the abstract logo. What remained was the association of the Sparkasse
with money, whether for savings or credit or both. Thus, the Sparkasse logo
redesign may be interpreted as a symbolic act through which the corporate
transformation was completed; it showed that “Grandpa’s Sparkasse” really
was a thing of the past.
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Parallel to the outlined trend in the Sparkassen, the strong sociocultural
affinity for thriftiness and other “German” secondary virtues such as frugal-
ity, order, duty, and punctuality faded among German consumers because
of the pluralization of lifestyles, which was to a certain extent induced by
the so-called Americanization of advertising. Nowadays, it is not unusual
to allow oneself to fulfill some personal dreams and consumer wishes by
means of credit, while saving for economically difficult times. Hence, it
could be argued that the complex interaction of changing credit supply and
demand led Germans finally to get over their traditional economic moral
values by learning to integrate saving and borrowing into their common
money-management practices.
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CHAPTER 3

Credit in a Nation of Savers:
The Growth of Consumer

Borrowing in Japan

Andrew Gordon

Japan has been famous for its high rates of savings for some time. In the
past decade, the image of young Japanese in particular as profligate con-
sumers, including young women condemned as “selfish” (wagamama) for

their greed, has begun to spread as a counterweight.1 I would resist such
a moralistic judgment of either women or men, but I certainly agree that
widespread enthusiasm for getting and spending—and the use of credit to
support this—has been significant in Japan, not only recently, but for quite
some time. Purchase of daily life goods on credit has roots in indigenous
practices reaching back to the Tokugawa era. Since the early twentieth cen-
tury, forms of credit associated with the modern West, most particularly
America, have been culturally and economically important. And consumer
credit played an important role in Japan’s economic surge from the 1950s.

This role continues. Indeed, since the late 1980s, Japanese consumers
on the whole (with some recent diminution) have borrowed in similar pro-
portions to their American counterparts. As reported by the Japan Credit
Association (JCA), drawing on government data from each country, out-
standing per capita consumer debt in Japan surpassed American totals in
1989 when measured as a percentage of net disposable income. It remained
greater for the next decade, standing between 20 and 25 percent compared
to U.S. totals under or at 20 percent. The balance shifted in the past decade,
as American debt relative to income rose to around 25 percent most years,
and Japanese levels fell to 20 percent or less (figure 3.1). If the parallel boom
in home equity loans in the United States is taken into account, the recent
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Figure 3.1 Consumer credit balance as proportion of disposable income, Japan and the United
States, 1987–2007
Source: Nihon Kurejitto Kyōkai, Nihon no shōhisha shinyō tōkei (Tokyo, 2009), 78: U.S. data from Board
of Governors of the Federal Reserve System and Department of Commerce, Bureau of Economic Analysis;
Japanese data from Naikaku-fu, Kokumin keizai keisan nenpō (Tokyo, 1987–2007).

borrowing gap is greater than this. For my purposes, however, the key point
is that the overall debt levels are in a comparable ballpark. Neither nation’s
consumers, by these measures, are vastly more debt-ridden than the other’s.
The notion of people in Japan as particularly averse to spending because they
are obsessed with frugality and saving simply does not hold.2

My goal in this chapter is not to settle the matter of the gold, silver, or
bronze medal winners in a consumer debt Olympics, and, in any case, the
data are categorized in ways in each country that make precise comparison
a treacherous matter. Rather, starting with the understanding that Japanese
consumers borrow comparably to others relative to their income, I seek to
describe and explain the historical generation of a structure of consumer
borrowing in Japan that is distinctive in important ways in comparison to
the U.S. and European cases. I will sketch the rise of consumer credit in
Japan, focusing on a combination of indigenous and imported practices and
goods across the twentieth century, and on the political and economic con-
text of this borrowing. I argue that an early reliance on installment plans
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evolved into a pattern of credit card use marked to this day by a commit-
ment to repayment through fixed installments as well as extremely high rates
of monthly clearance. Of greatest interest, and most unusual, are two ele-
ments of the story: these practices have been shaped by a nearly accidental
program of regulation—the regulation of credit, that is, for political reasons
not linked directly to support for or opposition to borrowing itself; and they
have endured to the present, long after the key regulations were lifted.

* * *

As historians are fond of noting, money-lending is one of the world’s oldest
professions.3 In Japan, one finds literary reference to pawned clothing from at
least the Heian era (900s c.e.).4 Accounts of the origins of modern consumer
credit typically point to diverse indigenous and foreign practices that emerged
more or less simultaneously around the turn of the twentieth century. What
principally defines them as modern is that borrowers were required to make
regular installment payments linked to the new practice of monthly salaries
or weekly wages for office or factory workers.

The most important indigenous installment sellers have been described
with retrospective patriotic pride by some postwar commentators as a purely
native source of modern consumer finance, more important than foreign
sellers. But although both indigenous and imported credit practices were
significant, it appears to me that, in the eyes of most commentators of the
interwar era, credit was understood as something most essentially “modern”
and “Western,” even if the actual origins were mixed.

Indigenous providers of consumer credit in modern times emerged out of
the lacquer industry, which had developed in the late Tokugawa era in cen-
tral and southwestern Japan. Lacquerware in late Tokugawa times was sold
to rural households on credit, improvising upon a traditional form of mutual
credit provision called mujin or kō.5 From the 1880s into the 1890s, the more
successful sellers built regional networks and began to offer a range of goods,
especially furniture and clothing, on monthly installments. Apprentice mer-
chants split off from their masters, but retained the signature trademark of
a kanji character in a circle (maru): Marui, Maruzen, Marukyo, Marutake,
Maruichi, and so forth. These businesses evolved into “installment depart-
ment stores” (geppu hyakkaten) from the late 1890s, selling household goods
such as furniture, bedding, tatami, clothing, lacquerware, or ceramics. Cus-
tomers included workers at the state-run Yahata iron works in Kyushu and
seem to have generally been wage earners of limited means. The first such
seller opened in Tokyo only in 1915, and a number of others immediately
followed.6 These businesses appear similar in customer base and products to
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the so-called “borax stores” that spread in the United States from the 1880s
or the German Abzahlungshäuser of the late nineteenth century.7

Foreign corporations provided the second source of modern installment
credit. National Cash Register, the Tokyo office of the London Times in tan-
dem with Maruzen booksellers selling the Encyclopedia Britannica, and the
Singer Sewing Machine Company were among the most important. Of these,
Singer was by far the leader in systematizing and spreading the practice of
installment buying to a different sort of consumer than those who patronized
installment department stores. Singer’s clientele were middle- to upper-class
urban families, wives and daughters in particular. In contrast to the native
installment sellers, Singer and the other foreign sellers used more detailed
contracts (some smaller clothing stores used no written contracts at all), their
terms of repayment were considerably longer, and the cost of a typical good
was higher.

A Singer machine, in fact, represented about two months’ wages for an
ordinary “salaryman” (this ratio held roughly constant from 1900 through
the 1950s), making a purchase “on time” the only way for many to afford it.
The company first offered machines on an installment plan in Japan in 1907.
By 1918, Singer was importing 50,000 machines per year, a level it main-
tained with some fluctuation through the 1920s. Roughly 60 to 80 percent
were sold on an installment plan.8

As elsewhere, installment selling was central to Singer’s drive to create a
new household market in Japan. The ease of the “modern” practice of install-
ment purchase was a major selling point, but the company also framed its
appeal in terms of progress for the individual and the nation. An early Singer
leaflet from 1908 proclaimed, “Japan is the country of progress,” and offered
installment and cash prices for no less than nineteen different household
models. A leaflet from about 1912 echoed the theme of installment credit
as a progressive and modern “lifelong investment.”9

Sellers and buyers were self-conscious in their view that they were engaged
in a new, progressive, modern practice of American or British origin, some-
thing Japanese people should be proud to be doing. One marvelous early
example of this consciousness is an article in the Jiji newspaper in 1902
that proudly announced the Maruzen bookstore (no relation to the Maruzen
installment department store) was selling the Encyclopedia Britannica for a
five-yen down payment and ten-yen monthly installments over a one- to
three-year period, price depending on choice of binding:

as this installment sales method is used especially in countries where individual
credit is advanced, the fact that the Times corporation is using this method in
Japan proves that it views Japanese and British people as equal and is giving
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us sufficient trust. Therefore, if anyone somehow breaks the contract, this will
wound the reputation of Japan and betray the hopes of the foreigners.10

The first organization in Japan to survey this emerging world of consumer
credit in systematic fashion was the Tokyo Chamber of Commerce. Its pio-
neering 1929 study introduced readers to consumer credit in the United
States and Britain and then examined the practices of Japanese retailers.
It drew on state-of-the-art analyses, such as E. R. Seligman’s important and
just-published opus, The Economics of Installment Selling (1927), for the
account of the American scene.11

The report noted that installment selling had been limited to a small num-
ber of products until the mid-1920s, when it expanded dramatically.12 The
“relatively organized present-day practice, which can be called installment
sales,” started with Singer. At about the same time, improvised practices of
traditional credit emerged for household goods such as furniture, ceram-
ics, lacquerware, and clothing (especially men’s Western dress). Another new
entrant was Nihon Gakki (Yamaha), selling pianos and organs from 1924.
In addition to a scattering of other household appliances sold on credit, sub-
urban homes were sold on several-year mortgages along the newly opened
commuter railway lines as harbingers of the “modern, cultural” life.

The Chamber of Commerce thus explicitly divided consumer credit into
two streams from about 1900 through the 1920s: the imported American
practice and a modernized form of traditional credit practices centered on
clothing, furniture, and dining ware. Other prewar surveys echoed these
empirical judgments and this way of categorizing the phenomenon, but it
was the American source of the imported practice that drew most attention.
An academic article from 1933 based on a survey of 254 installment sell-
ers in Osaka and Tokyo claimed the salaried urban life “was perfected” in the
mid-1920s, a “cultured life” centered on “so-called ‘American goods’ ” such as
sewing machines and pianos. The author presented a supply-driven rationale
for the sudden spread of payment plans: the largest number of installment
sellers needed to find new customers because their output had increased due
to greater manufacturing efficiency.13 By 1934, according to another survey
conducted by the city of Tokyo, roughly 10,000 of 130,000 retailers in greater
Tokyo offered their goods on time. The survey estimated that 8 percent of all
the city’s retail sales were made through installment plans, which the survey
authors considered a remarkably high number for a relatively new practice.14

It is also remarkable that none of these surveys made any effort to mea-
sure delinquency, default, or repossession; nor did they discuss such problems
in any detail. I have found only one source from this era that mentioned
at any length what one surely would expect to have been a major concern.
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A best-selling book whose title might roughly translate as “Installment Sell-
ing for Dummies” was first published in 1930. In a chapter on installment
selling of pianos, the author reported that only 7 to 8 percent of payments
were made late, but that 15 to 20 percent of all pianos sold on time were
repossessed before payments were completed.15 These two data points do
not mesh well. I suspect that some “purchasers” understood themselves to
be renters and simply stopped payments and returned the good without nec-
essarily falling behind on payments, for example, when a child lost interest
in her or his lessons. In any case, neither this author nor other commentators
saw delinquency or default as huge problems.

Overall, I am struck by the positive tone—and the calm view of prob-
lematic aspects—presented by this first generation to interpret the credit
boom. Matsunami’s guidebook for novices to installment selling grandly pro-
claimed that credit selling would “democratize mass access to commodities,
spread human happiness more equally, and relieve troubling class struggles.”
The “unpropertied intellectual class” could, for example, afford a 100-yen
phonograph on installment but not for cash. The practice thus “elevates the
level of daily life.” Also, installment purchase brought economic security to
households by leading families to budget their expenses.16

Perhaps most noteworthy in its prescient and global perspective was the
Tokyo Chamber of Commerce in 1929. The preface to its report stated:

To recover from the long recession . . . along with urging the rationalization of
management, the rationalization of daily life has come to be stressed in recent
days. . . . [It] is necessary to reform the consumer economy, increase the effi-
ciency of consumption, eliminate waste, lower the expense of daily life, and
thus rationalize daily life. . . . The skillful operation of this [installment credit]
system can make a major contribution to rationalization of both management
and daily life. From the perspective of the consumer, installment purchases
allow one to buy goods of considerable cost, which is far more economical [in
the long run] than purchase of inexpensive shoddy goods with cash. . . . [This]
allows one to level out expenditures over time. It is not only extremely use-
ful in order to lead a disciplined life, planning a monthly budget of expenses;
it also raises standards of living by allowing purchase of goods otherwise too
expensive.17

Most striking in this passage is the appreciation of installment credit as a form
of social discipline. Even Seligman’s classic 1927 defense of consumer credit
was arguably less explicit than these Tokyo authors (who read Seligman care-
fully) in stressing the centrality of the disciplining function of installment
credit.18 As the Chamber of Commerce authors recognized that the most
vigorous and widespread installment credit system in the world was indeed
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that of the Americans, they found it strange that in the land of the most
developed market for installment purchase, one seemed to find more oppo-
sition than support.19 One thus finds in Japan an intriguing intertwining of
“catch-up” and simultaneity. On one hand, American-style installment selling
was imported to late-developing Japan several decades after it took off in the
United States. Yet, by the late 1920s, Japanese observers were fully abreast of
global trends, and were indeed precocious in their insight into the significance
of the expanding practice at home and abroad.

Not all commentary on consumer credit was positive, to be sure. Even the
“how to” promoter Matsunami asserted that installment credit could make
buying too easy and overextend a consumer beyond his or her ability to pay.20

The Tokyo Chamber of Commerce admitted that in Japan, as everywhere, the
early days of installment selling had seen abuse in the selling of poor-quality
goods at high prices and fraud in the sale of securities, so that installment
selling came to have a poor reputation among the “ordinary masses.” Many,
it said, had come to see purchasing this way as shameful, or to see selling this
way as below the dignity of high-class operations such as the major depart-
ment stores. But the report ended on an upbeat note, pointing to progress
in recent years: sellers offering good products on fair terms and middle-class
families purchasing goods on time, including everything from radios, phono-
graphs, and cameras to clothes, watches, jewelry, sewing machines, and even
autos.21

In these and other popular assessments, in some contrast to the pic-
ture one takes away from Lendol Calder’s account of the American scene
(chapter 12), the scorn or sense of problem was directed not so much at
the moral hazard to buyers, who might fall into hopeless debt or hedonistic
abandon, as it was directed at the shadiness of sellers and the shoddiness
of their products. Of course, the two perspectives cannot be neatly sepa-
rated; a corrupt seller could snare an unsuspecting buyer in dangerous debt.
Nonetheless, there seemed to have been some difference in the weight of
criticism.

Consumer credit took on a new class and nationalistic dimension in the
1930s with the advent of a so-called “Japanese-style” and “populist” prac-
tice in installment sales, especially for sewing machines. By the late 1920s,
a number of entrepreneurs, machinists, and disgruntled Singer salesmen had
founded a handful of domestic sewing machine makers. The most successful
was the Pine Company. Its first president, Ose Yosaku, believed Singer had
alienated potential buyers and developed a reputation as arrogant because
of stringent credit requirements and a tendency to avoid lower-income buy-
ers. Ose set his sights on what he called the “plebian (shomin) class” with a
modified installment plan that fit “the Japanese situation.”
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As Ose told the tale, he was inspired by the “smiling savings plan” offered
by the Japan Real Estate Savings Bank, a popular small-loan plan for small
businesses since 1916, whereby a saver made installment deposits to his sav-
ings account up to an agreed target. At this point, the saver qualified for
a loan, to be repaid in monthly installments. This was a successful way to
offer partially secured loans to small borrowers, as the borrower had already
demonstrated the discipline to save on a regular basis.22 In similar fashion,
Ose offered customers who could not afford a down payment the chance
to “reserve” their machines by paying in five yen a month for six months
before taking possession. By that time, Pine had its down payment in hand,
and the customer had the choice of paying cash in full, converting the
remaining obligation to a series of ordinary installment payments, including
interest, or continuing the layaway without taking the machine until fully
paid. In the last case, the customer would be offered a discount against the
cash price, in effect earning “interest” on the money deposited with Pine over
the course of two years. Pine (later named Janome) touted the plan as espe-
cially suited to a family with young daughters. The parents could start paying
at birth. When their youngster was ready to learn to sew, they would own the
machine.

In the words of Shimada Taku, a key architect of Pine/Janome’s marketing
strategy, the company was cultivating “the bottom of the social pyramid,” the
“ordinary masses” such as “the wife in a back-alley tenement who carries her
baby half-asleep on her back to go shopping.” This creative financing strat-
egy offered the maker a cash-flow advantage, for the prepayments essentially
financed the subsequent installment credit. Prepaid orders allowed the com-
pany to calibrate production schedules to future demand. And a customer
sufficiently disciplined to make regular prepayments—in essence a saver, not
a spender—was likely to be able to continue to meet the installment obli-
gations. But marketing rhetoric of “Japanese-style credit” notwithstanding,
this was not a unique practice. Ford Motor Company, in 1923, had offered a
poorly received layaway program that required customers to prepay the entire
cost of the car. Chevrolet responded with a “6 percent purchase plan,” which
anticipated Janome’s effort precisely.23 It is not clear whether Pine executives
were aware of this precedent.

In the late 1930s, the Japanese economy shifted to a war footing. Under
such propaganda slogans as “luxury is the enemy,” the state mounted vig-
orous savings campaigns, even prohibited women’s permanents, and forced
textile manufacturers to produce airplane parts. In the face of these stringent
policies, the consumer economy—credit included—contracted and then vir-
tually vanished between 1942 and 1945. But before this happened, the basic
outlines of Japanese credit practice were in place. Most borrowing took place
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through installment credit, and a broad spectrum from the working through
the middle class used such credit for purchase of the fruits of modern indus-
trial civilization. The practice generated some anxiety, but on balance the
contemporaneous assessments in the press and among official observers were
positive or accepting.

* * *

After the war, almost as soon as the production of consumer goods resumed,
consumer credit returned as well, both in the form of installment plans and,
soon thereafter, in a creative new form that anticipated the credit card by some
decades. Sewing machine producers were at the forefront of the revival of
both consumer industries and installment sales. Singer was not able to reenter
Japanese markets until the 1950s, and never regained its primacy, but the
domestic producers built on both Singer’s and their own prewar foundations.
Industry publications mentioned installments prominently for the first time
in late 1948; such credit was in great demand by individual families and
schools. By 1950, sewing machine producers—together with makers of autos,
bicycles, motorbikes, refrigerators, washing machines, and farm machines—
echoed the prewar Chamber of Commerce as they spoke of installment sales
as the key to “healthy” and “rational” growth.24

By the end of the 1950s, purchasing “on time” had become the method
of choice for consumers seeking a wide range of “cultural” goods that defined
the bright new consumer life of postwar and peacetime.25 One 1959 survey
enumerated the proportion of goods bought on monthly payments as fol-
lows: bicycles, 80 percent; televisions, 75 percent; automobiles, 70 percent;
motorbikes, 68 percent; refrigerators, 66 percent; sewing machines, 60 per-
cent; washing machines, 59 percent. According to a 1960–61 MITI survey
of 6,200 retail sellers who offered a broader spectrum of goods that included
clothing, from one-half to two-thirds of all sales at these stores were made on
installment.26

In these same years, an important new form of consumer credit also came
on the scene—a harbinger of the credit card called “ticket” or “coupon” sales.
The ticket industry offered a form of credit midway between a small loan
to be used at the consumer’s discretion and an installment loan tied to the
purchase of a particular good. As with a credit card company, the ticket
company contracted on one hand with its member retail stores and on the
other hand with consumers. The latter were given books of yen-denominated
tickets to use in lieu of cash at member stores. Tickets denominated at 500
and 1,000 yen were typically sold in books of 10,000 or 20,000 yen. The
installment payment obligations, ranging from three to twelve months, would
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commence at the moment a ticket was used to make a purchase. Ticket com-
panies charged interest as part of the monthly installments at annualized rates
of 1 to 9 percent, depending on the number of payments. They charged
member stores from 5 to 10 percent of the value of the purchased goods.27

The retailers were divided into two distinct, competing sectors. On the
one hand were the small neighborhood stores clustered in numerous shopping
districts in all major cities. Most ticket companies were likewise small-scale,
serving a limited number of local retail centers. Opposed to these small retail-
ers were their archrivals, the department stores. The willingness of the latter
to offer credit of any type, as well as to join hands with a handful of the
largest ticket companies, were new postwar departures. With the exception
of the slightly déclassé “installment department stores,” the mainline empo-
riums such as Mitsukoshi had made cash-only selling a point of pride since
the turn of the century.

Neighborhood stores and department stores alike jumped on the credit
bandwagon in a small way in 1949 and 1950. Each retail segment presented
its tactic as a defensive response to the other.28 But the company that sparked
the full-scale takeoff and the political contention in this industry was Nihon
Shinpan (literally, Japan Credit Sales), to this day the largest consumer finance
company. It was founded in July 1951 in partnership with the Tokyo outlets
of four venerable department stores: Takashimaya, Matsuya, Shirokiya, and
Keihin. The great majority of ticket associations linked to small retailers were
founded in the following two years.

The practice spread rapidly. Three months after Nihon Shinpan began
operations, the Nihon mishin taimusu (Japan Sewing Machine Times)
reported that local merchants had started offering ticket sales in reaction to
department stores doing likewise. The paper added a cautionary note that
customers might buy useless goods with such credit (rather, one assumes,
than sewing machines).29 In March 1952, the Asahi shinbun headlined the
contest of “Department Stores and Retailers Competing over Installments.”
It noted a surge of small-retail centered ticket groups and reported as well
that Nihon Shinpan boasted 26,000 customer-members.30

This sort of ticket financing was not unique. It was in most respects quite
similar to the popular systems of “check trading” in the United Kingdom, pio-
neered by the Provident Clothing and Supply Co. Ltd. in the late-nineteenth
century (see chapter 4) and the “Königsberg system” introduced in that
German city in 1926 by the Kundenkredit GmbH. Consumers in these
systems would purchase checks on credit from Provident in the United King-
dom or from an installment bank in Germany, redeem these at participating
local retailers, and repay the check company with interest over time.31 These
European programs were directed primarily at the working class and charged
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fairly high interest in view of the uncertainty of their customers’ ability to
repay the loans, whereas the Japanese ticket companies included a significant
portion of middle-class and white-collar men and women among their cus-
tomers. In addition and related to this difference, the most creative aspect of
Japan’s ticket industry, which I have not seen elsewhere, was the practice of
contracting collectively with credit customers through workplaces or through
community groups such as neighborhood associations.

Not until the late 1950s did any ticket company offer its product directly
to individual consumers. Instead, a ticket company would reach agreement
with a government office or a private firm to offer tickets to its employees, or
it would arrange with a neighborhood association to offer tickets to its mem-
bers. A company’s welfare or general affairs section would issue the ticket
books to employees and collect the subsequent payments via payroll deduc-
tion. Nihon Shinpan, for example, would collect the used tickets from the
department stores on the fifteenth of each month. Shinpan staff stayed up
all night to sort the tickets, write up invoices for each individual buyer, and
deliver the tickets and invoices to the workplace (or neighborhood association
office) the next day. At the company, tickets and invoices were stuffed into pay
envelopes, deductions were taken on payday, and the proceeds were remitted
to Nihon Shinpan. In most cases in the 1950s, companies did not charge
the ticket vendors for their considerable effort in collecting and forwarding
proceeds.32

This was a win-win situation for the credit companies and the customers.
At a time when a credit-check industry scarcely existed, major finance com-
panies were able to use employers to guarantee their loans and handle their
paperwork (in the 1960s, Nihon Shinpan reported a loss ratio of just 0.1 per-
cent of total credit volume).33 Customers received relatively low-cost credit,
usually less than a 10-percent annual rate, for use in purchasing a wide range
of goods in local retail shops or department stores. This form of credit grew
steadily through the 1950s, reaching a total of 6.6 billion yen ($18 million)
in Tokyo in 1959. The six major finance companies that dealt mainly with
department stores were growing at a particularly dramatic rate, up 93 percent
in sales volume over the previous year.34 As the 1960s began, well over half
the consumer durables transforming daily life and driving economic growth
were bought on time. The ticket companies offered a portion of this credit.
Roughly fifteen years before the takeoff of bank cards in the United States
(the parents of today’s MasterCard and Visa), a creative system of credit tick-
ets appeared to be evolving toward the credit card as we know it today.
Observers, including state officials, worried some about inflation, default,
and the socially erosive impact of “consumptive credit,” but they recognized
the benefits for industry of allowing credit to masses of customers. As in
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the interwar era, some understood the monthly payment as a form of social
discipline, rather than as an invitation to excess and unsustainable debt.

Then, in 1959, against this background of support and modest concern,
Japan’s Ministry of International Trade and Industry (MITI) issued an admin-
istrative order to restrict the ability of the major “ticket” finance companies
and department stores to offer consumer credit. This obscure order was
arguably the most consequential decision in the history of Japan’s postwar
consumer credit.

This episode illustrates nicely the complicated contingencies of turning
points in history, since the direct impetus for the order was a political strug-
gle between large and small retailers stimulated only tangentially by worry
about excess credit. The lines of political battle set local and national federa-
tions of small retailers and their allied ticket sellers against department stores
and a handful of major ticket companies collectively known as the shinpan.
The aggressive growth of the largest such finance company, Nihon Shinpan,
was the proximate cause of the struggle. In 1956, it had expanded beyond
its Tokyo-Yokohama base by opening Nagoya and Osaka branches. Feder-
ations of small-scale retailers, as well as 200 ticket companies nationwide
with 10,000 member stores, launched a fierce lobbying campaign against
this move. They heckled the Nihon Shinpan president as “Godzilla” when
he visited Osaka. They complained that many members were on the verge of
collapse. They wanted the government to limit the type and value of goods
that department stores could offer on credit. They wanted to restrict the
shinpan from issuing tickets that were valid nationwide. Nihon Shinpan and
the department stores countered that the minimum purchase of 2,000 yen
per item proposed in 1959 was too high: only 40 percent of their ticket sales
exceeded that. A bit contradictorily, the large department stores also argued
that the problem was exaggerated, because only 3 percent of their sales were
through tickets. The practical struggle came to focus on what sort of reg-
ulation would be acceptable, and to whom. Nihon Shinpan said it would
go bankrupt if tickets purchases were limited to a floor of 1,000 yen per
item. The National Federation of Consumer Groups supported this posi-
tion, claiming tickets were important to allow ordinary consumers to use
department stores. But the consumer group did not oppose credit limits in
principle. It could live with the prohibition of ticket purchases for less than
100 or 200 yen. And it agreed that ticket credit for purchase of perishables
led to reckless spending and should be prohibited.35

After a year of intensive lobbying, the small stores won the battle. In Octo-
ber 1959, MITI sent 106 department stores and nineteen shinpan companies
an “Order Concerning Self-Restraint by Department Stores.” The ruling pro-
hibited stores and credit companies from selling or financing installment
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goods priced below 500 yen per item nationwide, with a stricter floor of
1,000 yen in the six major cities. It prohibited department-store installment
sales of any services, food, drink, plants, or pets. And it outlawed the use
of tickets outside the prefecture of issue.36 Quite simply, the small retailers
had been granted a monopoly on installment credit for low-priced goods,
and nationally or regionally portable consumer credit had been ruled illegal.
An intense battle between large department stores and small retailers had been
raging in Japan since the 1920s in other arenas as well.37 It had now spilled
over to restrain the spread of consumer credit.

Three years later, an Installment Sales Law—also drafted by MITI—took
effect. It reinforced these administrative constraints. To further protect small
businesses, the law stipulated that “if it is judged that a department store
or manufacturer will cause great harm to the business of small-scale install-
ment sellers, the relevant ministry can refuse to allow the former [to sell on
installment].” And to prevent irresponsible use of “consumptive credit,” the
law mandated that the government, by administrative order, would desig-
nate a list of specified goods that could legally be sold on installment credit.
The initial list of approved goods was issued in December 1961. It was quite
extensive, allowing credit purchase of items such as toys and cosmetics, which
were hardly in the class of “consumer durables.” But it prohibited the cate-
gory of what was called consumptive credit—food, drink, and tobacco—and
ruled out credit for all services.38

A set of regulatory restraints was now in place. The 1959 order remained
in force until 1992. Over these thirty-two years, the regulations reinforced
customary practice and ideology to install an enduring system of consumer
credit. This combination of regulation and habit accounts for key features of
Japanese consumer credit as it expanded in volume from the 1960s onward.
First, single-purchase transactions—one credit contract for the purchase of
one item—dominated consumer credit into the 1980s. Most were so-called
“installment” contracts and some (purchases made with just one or two
payments) were defined as “non-installment” credit. Even through the mid-
1990s, the combined total of these two categories was only slightly lower
than total credit card volume (figure 3.2). To this day (data through 2007),
these two categories are roughly the same as the volume of credit card pur-
chases paid in installments or revolving fashion. Through 1992, regulations
virtually guaranteed that the proportion of consumer credit provided through
cards remained low. Only the finance companies (shinpan) were allowed to
offer revolving or installment credit via cards (usually on installments). They
replaced credit ticket books with credit cards in the mid-1960s (subject to
the same regulations). Banks until 1992 were allowed to enter the consumer
credit market only with convenience “credit cards” that had to be cleared
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Figure 3.2 Consumer credit use in Japan by type of credit, 1976–2007
Source: Nihon Kurejitto Kyōkai, Nihon no shōhisha shinyō tōkei (Tokyo, 2009). (Data is in Table 3,
pp. 32–33, entitled “Shinyō kyōyogaku sōkatsu jikeiretsu hyō: suikei.”)

monthly by automatic deduction from a linked savings account. What is fas-
cinating is that these behaviors, which were shaped by what is now a defunct
regulatory system, have persisted to the present.

In broad outlines, the story unfolded as follows. In the wake of the
MITI order of 1959, Nihon Shinpan closed its Osaka and Nagoya offices,
set up a separate corporation to develop its business in Kansai, and saw total
credit volume in 1960 fall to 1957–58 levels.39 When one considers how
quickly the economy was growing in these years, this was a dramatic set-
back.40 But in 1963, Nihon Shinpan and other finance companies devised
a clever tool to circumvent the 1959 order: so-called “shopping credit.”
On a purchase-by-purchase basis, any customer (not necessarily a pre-enrolled
shinpan customer) who entered a member store anywhere in Japan could
apply for credit from Nihon Shinpan and pay for that good on installments.
Because there were no tickets or cards involved, MITI’s 1959 order was not
applicable; neither the regional restriction nor the price floor applied, and the
ministry did not move to halt or regulate the practice. Although not as conve-
nient as preapproved tickets or credit cards, this innovation sufficed to spark
a second wave of growth for the company and its competitors. In sum, the
1959 order and the installment credit law channeled the expansion of con-
sumer credit toward two practices: limited short-term (one- or two-payment)
credit, often linked to salary bonuses, or single-good installment purchases.
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At the same time, regulation guided the newly emerging bank cards down
the path of least resistance: the “convenience” type of monthly cleared credit.
All bank cards had to be linked to a savings account, from which payments
were deducted in full each month. Although MITI had no legal basis for its
action, because the Finance Ministry regulated banks, it nonetheless refused
to allow banks to offer coupon, ticket, or shopping credit and to enter
the long-term installment business dominated by the shinpan. Short-term
monthly cleared credit, on the other hand, fell outside the scope of the 1959
order and 1962 law, and MITI made no claim against banks that offered it.

For its part, the Ministry of Finance maintained that longer-term card-
based consumer credit—whether revolving or installment—amounted to
unacceptable unsecured loans. As a result, from around 1970, when such
bank credit cards began to spread widely, regulators and credit providers
institutionalized and made customary the practice of monthly cleared credit
cards. Card users came to see this as so “natural” that today most continue
to use cards for convenience, not credit, even though the requirement to do
so has long since vanished. The so-called 1959 Ordinance was revoked in
1992 as part of a compromise form of deregulation involving MITI, Min-
istry of Finance, shinpan, and major banks. The banks were allowed to
issue revolving or installment credit via cards. In exchange for surrender-
ing their monopoly on this instrument, the shinpan won access to the bank
ATM network.

Since 1992, both banks and shinpan have been free to issue consumer
credit via cards in three forms: monthly cleared credit; installment credit (typ-
ically ten payments); or revolving credit, whereby the consumer can decide
the amount of the monthly repayment against an outstanding balance. The
customer specifies which type of credit she or he wants at the point of pur-
chase (rather than at the moment of payment, as in the United States). What
is intriguing is that even fifteen or more years after the 1959 restrictions
were lifted, the vast majority of consumers—indeed an increasing majority
in the 2000s—have chosen, or simply accept as the “natural” default prac-
tice, the monthly clearing of outstanding balances. According to a survey of
1,455 credit card users in 2001, 71 percent reported making full payments
monthly, 12 percent chose to make installment payments, 4 percent made
payments linked to semiannual bonuses, and just 4 percent opted for pay-
ment on a revolving basis.41 In 2007, 76 percent of credit card purchases
were made with the obligation to clear monthly. This total included cash
advances charged to credit cards and contracted for repayment in the next
month’s billing cycle. Of the 24 percent of credit card borrowing undertaken
on an installment or revolving basis, about two-thirds took the form of cash
advances.42 This preponderance of “convenience” over “loan” users contrasts
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sharply to the American case; no more than 45 percent of U.S. consumers
clear their balances monthly at present (2008 data).43

In sum, a large proportion of Japanese credit historically took the form of
the installment purchase of durable consumer goods. This practice of one-off
installment buying has decreased in the past two decades in both relative and
absolute terms. In its place, one might say, what has increased dramatically
has been credit card “borrowing,” with the term placed in scare quotes to
highlight the fact that most of this debt is repaid within the month; almost
all of the remainder, as with the purchase of individual goods in times past,
is repaid through fixed installments. Only a miniscule portion of borrowing
has taken the form of card-based revolving credit. This historical outcome
is an interesting social practice that is arguably worth praising, as well as
explaining.

Borrowers in Japan may have taken on consumer debts at or close to
American levels in the past two decades; but their forms of borrowing make
them less likely to overextend themselves. Not only is their borrowing usu-
ally paid off monthly; in addition, credit cards—whoever the issuer might
be—are typically tied to bank savings accounts from which payments are
deducted. And Japanese borrowers have not been offered easy access to the
sort of home equity loans that have proliferated so destructively in the United
States in recent years. Perhaps for these reasons, it appears that the moral
condemnation of consumer borrowing in Japan has been aimed less at fool-
ish borrowers than at those unscrupulous or predatory lenders who provide
black- or gray-market loans at high interest to consumers unable to access the
relatively secure forms of credit under discussion here.

The Japanese practices detailed in this essay may well be closer to
European than American ones. It is noteworthy that the institution of ticket
finance, so important in Japan’s postwar history of consumer credit, does not
appear in the American story but is found both in the United Kingdom and
on the European continent. Rosa-Maria Gelpi and François Julien-Labruyère
argue that, beginning with Britain, credit in the late nineteenth and early
twentieth centuries in Europe “aimed at cultured and well-to-do clientele who
borrowed to improve their standard of living.” This lending was structured
as hire-purchase (installment) agreements with “practically no risk for lender
or borrower.”44 And as was the case in Japan, European practices of lending
appear to have been more closely regulated than those of the United States
well into the late twentieth century.45 On the other hand, the specific focus
of regulation in Japan—aimed to protect small retailers as much as to curb
credit per se—does not appear elsewhere.

These distinctive and persistent practices cannot be explained solely with
reference to culture and custom, on the one hand, or politics and regulation,
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on the other. Culture is embedded in politics. One cannot explain a prac-
tice such as consumer credit in a zero-sum fashion in which either culture or
regulation must be designated the independent causal factor. The regulations
of the 1950s were shaped to some extent by anxieties and expectations con-
cerning healthy and risky consumer behavior and economic development,
but even more by the political power of small retail sellers. These regula-
tions in turn shaped or reinforced consumer attitudes about which choices
seemed obvious or natural. Consumer behavior was changing even in advance
of deregulation: installment use of credit cards spiked up from the late 1980s.
And even as regulations changed to allow other options, certain basic patterns
such as the use of monthly cleared credit continued to be “natural” choices
for many Japanese. Habit emerged as the hybrid product of crosscutting
pressures.
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22. Janome mishin sōgyō 50 nen shi, 194–200.
23. Calder, Financing the American Dream, 195–99.
24. Nihon mishin taimusu, no. 112, August 21, 1950, 1.
25. Nihon mishin taimusu, no. 249, August 21, 1953, 7.
26. Nihon mishin sangyô kyôkai, Nihon mishin sangyô shi (Tokyo, 1961), 9.
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CHAPTER 4

The Business of Working-Class Credit:
Subprime Markets in the

United Kingdom since 1880

Sean O’Connell

Certain consumer credit businesses have historically been associated
with distinct groups. This has been particularly true of working-class
communities throughout the industrialized world since the late nine-

teenth century. This chapter uses a case study approach to explore a number
of the themes around which this volume of essays is organized. Via an exami-
nation of the history of Provident Financial PLC, it provides examples of both
transnational similarities in credit provision and details of how cultural and
political patterns in individual countries led to sharply divergent historical
pathways.

Provident is today associated with the United Kingdom’s extensive
subprime credit market, particularly that sector of it populated by low-
income consumers. The term “subprime” is most commonly connected with
developments in the United States during the 1990s, where the diminish-
ing cost of computerized data storage and the emergence of sophisticated risk
modeling led to many consumers, who had been previously categorized as too
risky, being provided with high-cost credit products—even by “conservative
creditors.” These products included subprime credit cards, which attracted
criticism due to their high charges.1

In the United Kingdom, Provident was one of the first companies to
offer such a card, the Vanquis Visa, from 2003. The company, however, has
130 years experience dealing with customers who face difficulties securing
credit from mainstream financial sources. For much of its history, Provident
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marketed products that preempted the subprime credit card in both the flex-
ibility they offered less affluent consumers and in the high costs that were
associated with them. Provident’s story provides insights into the history
of an important part of the United Kingdom’s subprime sector. Unlike a
number of defunct French and German finance companies that employed
similarly bureaucratized and labor-intensive systems, Provident has survived
and thrived in the modern credit market. Its ability to do so centered on
a number of factors, including the approach to credit regulation adopted
by UK governments, the comparatively high levels of financial exclusion
in the United Kingdom, the limited success of British credit unions and
other mutual bodies, and the continuing functionality (albeit a costly one)
of doorstep collections for low-income consumers.

This chapter begins with a brief historical description of the context of
working-class consumer credit in the United Kingdom in the years around
Provident’s creation. The origins of the company are then plotted, before
the discussion turns to the company’s relationships with retailers and con-
sumers. The controversies that emerged from these relationships are explored,
as are accusations that the system was exploitative. The next section dis-
cusses French and German companies that operated schemes not unlike the
Provident system. However, these schemes died off in the second half of
the twentieth century, whereas Provident retained its place among Britain’s
largest financial institutions. Two final sections examine this period. The
first of these explains how Provident attempted to follow the increasingly
affluent working-class consumer up the status hierarchy by offering new
forms of credit and seeking to shake off its association with low-income
consumers. The final section charts the company’s successful and controver-
sial engagement in the United Kingdom’s extensive doorstep moneylending
industry, which, having no European counterpart, demonstrates again that
Provident provides a fascinating vehicle through which to explore the cultural,
economic, and political shaping of consumer credit.

The Context: Working-Class Consumer Credit
in the United Kingdom

As Paul Johnson has demonstrated, the extent and variety of consumer
credit in late nineteenth- and early twentieth-century Britain reflected wide
demand.2 The most familiar consumer credit innovation of the period was
hire purchase, which was associated with growing markets for consumer
durables such as furniture, electric goods, and motor cars.3 In the early twenti-
eth century, the number of hire-purchase contracts rose by a factor of twenty.4

By the late 1930s, hire purchase was believed to facilitate 3.5 percent of all
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retail sales.5 The value of this business was then estimated at around £100 to
£120 million, representing half of all credit sales.

Hire purchase had become the preferred option for credit retailers of
furniture, pianos, and sewing machines in late Victorian Britain, while simul-
taneously raising concerns about high interest rates and high repossession
rates. The latter was the case because—unlike in France, as Sabine Effosse
explains in chapter 8—the retailer had a legal right to reclaim the merchan-
dise if the purchaser fell behind with payments. Until the final payment was
made, the goods were on “hire” to the buyer. Hire purchase was first used
by the British working classes during the 1860s, when Singer marketed its
sewing machines through the method. Many more working-class consumers
became familiar with hire purchase during the Great War, when regular and
remunerative employment in the war industries financed the phenomenon
of the “munitions worker’s piano.” Recent work by Peter Scott has indi-
cated that, in the 1930s, hire purchase facilitated new modes of working-class
living that were related to an array of factors, such as rising home owner-
ship among the best-paid workers, shrinking family sizes, and new modes of
domesticated living.6

While what Scott calls modern working-class consumers were using hire
purchase to shape new lifestyles, extensive use was also made of other
modes of consumer credit for the purchase of nondurable goods. From the
mid-nineteenth century, credit drapers—often labeled tallymen—sold cloth-
ing and drapery from door to door to urban working-class families. The
weekly collection of payments was one factor that ensured goods bought
in this way were costly. High prices and the use of the courts to pursue
delinquent working-class debtors brought frequent controversy to the credit
drapers. So did the fact that they did their business with working-class
housewives, who, it was often assumed, had been duped or flattered into
making ill-advised purchases. Although this was a highly gendered and neg-
ative stereotyping of the capabilities of many working-class wives, whose role
included managing tight budgets, it was widely believed.7

Formed in 1880, the Provident Clothing and Supply Company claimed
to have developed a fairer and thriftier form of working-class credit for
the “respectable” working classes, who otherwise had to use credit drapers.
Provident sold promissory notes, which it called checks, on installments to
customers who utilized them to buy merchandise in the large number of
stores where they were accepted in lieu of cash. By the late 1930s, Provident,
the other smaller check traders, and the credit drapers were responsible for
the extension of around £100 million in consumer credit per annum. By this
point, Provident had reached its maximum market, serving around 1 million
customers per annum.8



88 ● Sean O’Connell

Also by the 1930s, it was clear that mail-order catalogs, offering cloth-
ing and other merchandise on credit, had unearthed a lucrative market. The
introduction of parcel post in 1883 spurred on the development of several sig-
nificant credit mail-order catalog companies. Unlike their North American
counterparts, who competed with small, local retailers via price, UK mail-
order catalog retailers such as Kays or Empire Stores attracted large numbers
of customers by installment selling. By the 1930s, they were dispatching their
catalogs to hundreds of thousands of agents, who earned small commissions
for selling products. They also carried out informal credit vetting of customers
recruited from their families, neighbors, and workmates. The zenith of credit
mail order was reached between the 1950s and 1970s, when the sector was the
fastest growing in British retail. In 1968, for example, mail order was respon-
sible for 4 percent of all the United Kingdom’s retail sales. More significantly,
it accounted for 48 percent of all credit sales in the retail sector.9

The significant market shares taken by the mail-order companies, check
traders, and tallymen indicated not only significant demand for working-class
consumer credit, but also the continuing importance of traditional forms of
credit based on the commercial penetration of preexisting social networks.
The following case study of Provident allows greater explication of this phe-
nomenon. It also demonstrates how the often deeply complex debates about
the rights and wrongs, benefits and costs, of working-class consumer credit
operated in the context of one major UK company, and it allows deeper
reflection on a number of issues raised above.

The Origins of Provident

The Provident Clothing and Supply Company Limited emerged in 1880.
Ironically, given its controversial history, founder Joshua V. Waddilove
claimed to have commenced its activities because of the “dear” and “lim-
ited” merchandise bought by working-class housewives from tallymen (credit
drapers).10 Having first funded a charitable system to enable women to obtain
goods from retailers who accepted his checks, a company was swiftly formed
to take advantage of the demand that was unearthed.11 Waddilove had been
employed in the thriving Victorian insurance industry, where he witnessed
significant numbers of working-class families paying small sums each week
to collectors for what were termed “industrial insurance policies.” Weekly
doorstep collections and heavy overheads for bureaucracy, which ate up as
much as one-third of payments, made these insurance policies expensive and
subject to regular critiques by middle-class observers.12 Despite this cost, their
popularity was such that one-third of the population had one of these policies
with the market leader, Prudential, by 1900.13 The name “Prudential” was
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selected to stem accusations that the company promoted an unthrifty method
of insurance, and the christening of Provident suggests a similar preemptive
strike in anticipation of future criticism.

As credit drapers had discovered earlier, many Victorians viewed the exten-
sion of consumer credit with suspicion. In particular, those involved in credit
deals with working-class consumers were disdained as “fringe capitalists.”14

The realities of working-class budgeting were frequently miscomprehended
by those holding this attitude. These consumers were exhorted to embrace
thrift and reject debt, not least by influential activists in the cooperative
movement, who felt the latter “was at odds with the principles of coopera-
tive idealism and respectable behaviour.” One widely read cooperative activist
opined that “the credit system of this country is only second in its demoralis-
ing influence to the drinking customs of the people.” However, pressure from
grassroots members who had to manage on incomes that were vulnerable to
unemployment, underemployment, trade slumps, illness, and other factors
militating against a steely commitment to thrift compelled cooperative stores
to offer credit facilities. By 1911, 82 percent of them did so.15

As already indicated, Victorian and Edwardian negative sentiment toward
working-class credit and the perils of indebtedness reached its zenith in dis-
cussion of credit drapers. Being among the heaviest users of the debtors’
courts, credit drapers received extensive press coverage, which frequently por-
trayed them as irresponsible lenders and exploiters of feminine vanity and
gullibility. While it is clear that there were devious characters among them,
most credit drapers made money from establishing long-term relationships
with customers that were based on a strong degree of trust and reciprocity.
Like the insurance companies, they provided an expensive service that was
nonetheless utilitarian for hard-pressed consumers with few alternatives.16

Moreover, as credit draper Ron Barnes recalled, the fact that his transactions
were played out in his customer’s home ensured credit drapers were greeted
with the “natural friendliness” that would have met other personal visitors.17

This intimacy was highly advantageous, proving a more useful method of
limiting bad debt than recourse to the courts. Provident drew upon this
important factor in its own operations.

Provident’s Modus Operandi

Although Provident’s weekly visits to collect repayments echoed the credit
drapery model, as did other aspects of its business, its approach to doorstep
credit had important differences. This circumstance ensured that it attracted
far less bad publicity for using the debtors’ courts, while also assisting
its rise to national prominence. Provident established a triangular credit
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relationship, placing itself between borrowers and retailers. It dispatched
agents to identify customers who would buy its checks, which were then
redeemed via weekly doorstep payments. For this service, customers paid a
fee—or poundage charge—of 1 shilling (5 pence) for each 20 shillings (£1).
This equated to an annual interest rate of 23.3 percent if repaid in the antic-
ipated 20 weeks, although customers typically took 24 weeks to complete
payments.18 Once they acquired a check, customers were free to use it at any
retailer accepting them.

Provident’s success in persuading a great variety of shopkeepers to join
its scheme was the key to its popularity and ensured that its customers pri-
oritized their repayments to it over those to other creditors. In 1908, its
checks could be used to procure merchandise ranging from “photographs
to bassinettes and from barometers to artificial teeth.” Three decades later,
the brochure for Provident’s customers in Wolverhampton included nine-
teen footwear stores, thirteen house furnishers, twenty-one clothing retailers,
eleven opticians, nine purveyors of wireless sets, four jewelers and watchmak-
ers, three wallpaper and paint shops, two secondhand furniture stores, two
secondhand clothes shops, and one coal merchant.19 To establish itself in a
new locality, the company offered key retailers much lower than average rates
for its service. While a department store might be charged 8 percent of the
amount Provident’s customers spent in the store, a hairdresser was asked to
forfeit a hefty 20 percent.20 In the 1930s, the company had agreements with
14,000 retailers—a figure that reached 20,000 by the 1960s and included
several significant national retail chains.21

An Uneasy Relationship? Selling Provident to Retailers

Provident’s arrangements with retailers were not secured without controversy.
Shopkeepers opposed to the system claimed that Provident customers could
be easily “spotted,” that prices were raised to cover the discount the retailer
had to pay Provident, or that “a special line of rubbish” was held in store
for them.22 In 1910, one female shopper provided evidence of such a tactic,
informing a newspaper that when she produced a Provident check to pay for a
jacket, she was asked for an additional 9 percent on the marked retail price.23

The extent of these practices is unclear, but shopkeepers prioritized cash buy-
ers over Provident check users, and the company advised its customers to
“shop as little as possible” on Saturdays and to make purchases “around the
middle of the week,” when retailers would, they were instructed, “serve you
far better.”24

Despite Provident’s instructions to its customers, many retailers and their
representatives remained hostile to the check trade. In 1908, Drapers Record
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claimed the practice had caused “a decrease of legitimate profit-bearing
turnover” and argued that “the retail trade must annihilate the [check] clubs
or be itself destroyed.”25 Shopkeepers attempted to educate the public about
Provident’s hidden costs. In 1913, one group paraded a donkey through Bury
town center, carrying a legend that labeled any check customer “an ass.”26

Twenty-five years later, the Daily Express reported that retailers’ organizations
had issued the public “with leaflets exposing the check system.” The news-
paper alleged that retailers and customers were being milked to enable check
trading companies to make annual profits of up to 1,700 percent. It urged
that these firms “be rigorously curtailed” and made subject to the 48 per-
cent interest rate cap that had been applied to moneylending transactions in
1927.27 The Daily Express had got its sums rather badly wrong. In 1934, for
example, Provident’s profit of £285,000 on a turnover of £5.7m was slightly
less than 5 percent.28 The charges imposed on retailers were significant, how-
ever, and it is important to ask why so many retailers were willing to accept
Provident checks.

In 1915, Credit Draper debated this issue. It asked how, with fees up to
17.5 percent, Provident and other check traders had “managed to get rep-
utable shopkeepers to fall into their trap.”29 One retailer who had succumbed
to Provident’s overtures claimed turnover rose only until other retailers also
began to accept checks. Thereafter, he was left paying fees for what he dismis-
sively dubbed Provident’s “American business.”30 The allegedly Americanized
and un-British nature of installment selling was a common theme in the early
twentieth century, from the plebeian check trade through to much more
affluent markets, such as that for motor cars.31 But offering credit to the
working classes always elicited the most heavily moralized discourse. Thus,
another disillusioned shopkeeper, angered by waits of up to six months to
be reimbursed by Provident for the checks presented in his shop, dismissed
Waddilove’s claim that his system facilitated working-class thrift: “The whole
system is one of borrowing, not thrift, and any system that encourages the
working classes to borrow must be demoralising.”32

However, the enormous number of retailers who accepted Provident
checks is evidence that many anticipated advantages from involvement in
the scheme. Increased turnover was clearly one. Provident agents represented
mobile advertisements for retailers whose details appeared on the shopping
lists given customers. One retailer who had been converted to the system
argued, in 1908, that far more misery had “been brought to homes by the
packman [credit draper].” His view of the check trade was colored, no doubt,
by the fact that his annual turnover had risen from £2,000 to £5,000. Another
shop owner reasoned that check users “invariably spend more than their
check,” with additional cash purchases reducing the impact of the retailer’s
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payment to Provident. Manufacturers also functioned as an ally in Provident’s
advance. One large footwear producer, for example, offered to stock a shop
for a Manchester retailer, but only if he were to “open an account with the
Provident.”33

The issue of securing new types of customers for retailers lay at the heart of
Provident’s success. In effect, rather like modern-day subprime credit compa-
nies, the company developed a system that enabled it to operate in a market
deemed too risky by regular retailers or banks. Melanie Tebbutt has argued
that in early twentieth-century Britain a greater demand for consumer credit
forced many reluctant retailers to adopt installment selling.34 Provident lay at
the heart of that process, because the company enabled retailers to avoid the
costs and risks associated with financing credit independently. Retailers who
joined the scheme did not have to assess credit risk, pursue nonpayers, or face
the financial- or status-reducing costs of suing debtors in the courts. In short,
it was Provident, not the retailer, that handled the economically and morally
charged relationship with the customer, and it is that relationship to which
this chapter now turns.

An Exploitative Relationship? Provident and Its Customers

Customer demand for Provident’s service was evidenced by its startling
growth. Provident agents followed a well-trodden path, pursuing credit drap-
ers and insurance collectors into working-class districts; and, in turn, their
track was taken by football pools collectors and mail-order catalog agents.35

Thus, working-class households were accustomed to the weekly knock on the
door from a variety of commercial callers. In 1920, one area of 3,500 residents
in the port city of Hull was visited each week by as many as 100 insurance
collectors.36 Adopting a fieldwork organization that had served the industrial
insurance companies so well, Provident amassed a small army of mainly part-
time agents to seek out customers and, then, collect and monitor repayments.
Agents were instructed to closely observe the rhythms of working-class life.
Credit should be “kept low to the labourer with young children,” because
his disposable income would be limited, but it should be increased “in future
when [the children] work.” When the children left home, to set up their own
households, their parents’ “credit levels must be watched again and reduced,”
while the new home should be visited and the young adults “encouraged to
take up credit.”37

The agent also had a disciplinary function, similar to that noted by
Paul Johnson for the industrial insurance collectors, whose weekly visits
imposed the discipline of contract on working-class families by reminding
them of “long-run goals” when “there was scarcely enough money to feed the
family.”38 Waddilove used this argument himself, claiming that his system
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was a form of thrift. He maintained that although critical observers declared
that “the working man ought to save his shilling a week himself ” and acquire
merchandise only when he had the funds to do so, it was “very difficult to
keep the shilling untouched.” The agent’s visit, Waddilove argued, ensured
that the shilling was kept as “payment for clothes and boots.”39

Here we can see a leading promoter of credit reinventing ideas of
thriftiness that anticipated Lendol Calder’s argument in chapter 12 about
the complex relationship between thrift and credit in modern consumer
economies. The nature of that relationship differed between nations and
among social groups in each national setting. Thus, the Provident model for
credit rating differed markedly from that developed by Schufa in Germany
(see chapter 6), being based on face-to-face local networks rather than the
automated accumulation of data on consumer transactions. For example, one
credit retailer reported in 1929 that Provident did not take on a customer
without obtaining one reference from a shopkeeper and two local house-
holders.40 Thereafter, the company relied on the agent’s skill in maintaining
an effective and profitable relationship with the customer. Provident could
also draw upon the fact that its checks offered access to numerous retail-
ers to ensure that repayments to it had a higher priority than those to less
utilitarian rivals.

The complicated financial interchange among customer, retailer, and
Provident left check buyers with a vague notion of the system’s full costs.
For those managing tight budgets, the key issue was the size of the weekly
repayment. If that sum could be met, there was, then, the prospect of pay-
ing something akin to cash prices. As one Belfast check buyer explained:
“all you paid on these Provident checks was one shilling to the pound—
five percent—so they weren’t too bad, they weren’t really extortive. But
probably the shops who took the Provident checks were dearer to shop in
than the shops that didn’t.”41 From the perspective of many working-class
customers with limited credit options, Provident stood out, and research indi-
cates that it was their favored form of credit during the interwar period.
One Newcastle woman recalled that “when the Provident came onto the
scene it was ideal. That’s how I brought up my family, with the help of the
Provident.”42

There were a number of reasons for this popularity. An extremely signifi-
cant one is touched upon by Silke Meyer in chapter 10 for the German case.
She explains the insights that anthropology can bring to our understanding of
modern credit economies by viewing credit as a system of exchange and reci-
procity. This perspective also informs the history of working-class credit in
the United Kingdom. There, historians have explained how the employment
of part-time agents deployed in their own communities enabled credit com-
panies to embed themselves within established working-class social networks.
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In doing so, they commercialized the trust that existed within those commu-
nities, while also utilizing the norm of respectability to ensure that bad debt
levels were low. It was harder for a working-class woman to fall behind in
payments to an agent whom she knew well than it was to ignore the letters of
a distant corporation. Moreover, these close relationships ensured that Pierre
Bourdieu’s dictum that credit “creates obligations by creating people obliged
to reciprocate” was central to the creation of long-term loyalty among cus-
tomers of Provident and other credit companies, allowing them to capture
elements of gifting within a commercial relationship.43

Customers also appreciated the fact that Provident checks represented a
much more flexible form of credit than others on offer. This was reflected
in the different uses that they made of checks. The more affluent of the
company’s customers used what were called “relay checks” (a series of checks
granted one after another) to pay for higher-priced goods that normally were
bought by hire purchase. Taking this route to the ownership of durable goods
may have been viewed as offering security by many check users, who were
aware of so-called hire-purchase “snatch backs.” A great deal of press atten-
tion was focused on this repossession of merchandise due to late payment,
and Avram Taylor has described the shame experienced by working-class con-
sumers who had prized consumer goods removed from their homes in full
view of neighbors during the 1930s.44 Provident checks facilitated ownership
of the merchandise and gave buyers a level of protection not available to hire
purchasers.

Toward the other end of the working-class income spectrum, checks were
acquired during passages of domestic crisis management. In such circum-
stances, Provident checks were often acquired to facilitate the purchase of
items that were immediately pawned to raise cash.45 Thus, the customer
had only to raise the cash to pay for the first installment on the check, in
order to realize a larger sum on the pawned item to deal with whatever
pressing financial crisis was at hand. For similar reasons, a secondary mar-
ket sprang up in the buying and selling of Provident checks. A court case
in the port of West Hartlepool, in 1953, heard that several women were
engaged in “wholesale illicit trading” in this respect, buying checks valued
at £1 (20 shillings) for 15 shillings. They were then sold to more fortu-
nate consumers for 16 shillings.46 However, the majority of check users had
more mundane reasons for their decision to employ the system, using it to
meet family clothing requirements. Analysis of Provident’s records demon-
strate that demand for checks was greatest in the final quarter of each year, as
customers readied themselves for Christmas.47

A further aspect of a Provident check’s flexibility was its acceptance by
so many retailers. Customers, therefore, did not have to engage in multiple
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requests for credit with a succession of retailers. Not only did this save time,
but it also reduced the potential for publicly shaming rejections. Moreover,
a check could be subdivided and spent in more than one store. In the view
of one Scottish woman, this gave a Provident check more utility than the
Cooperative movement’s equivalent, the mutuality club voucher: “it was a
big advantage . . . it was not a case of one shop. The Co-op gave you 20 weeks
or 38 weeks but then you only had the Co-op, whereas the Provident gave
you a selection of different shops . . . [Y]ou could spend it in Paisley and you
could spend it in Glasgow, it was not as if you were constricted.”48 This
viewpoint differed from one aired in a report by the Women’s Group on
Public Welfare in 1943. It was highly critical of “wrong spending” by con-
sumers using checks, whereas it praised the mutuality clubs.49 The Co-op’s
system levied similar fees for their doorstep collections as Provident, but pur-
chases made contributed to the quarterly dividends earned by co-operative
members. However, the Women’s Group on Public Welfare was ignorant of
the fact that only co-operative customers with healthy financial balances in
their dividend accounts were granted credit, a factor that excluded large num-
bers of consumers.50 Subsequent histories of working-class credit, which have
acknowledged the cultural and economic context in which working-class fam-
ilies budgeted, have produced much richer understandings of their actions
than that offered by either the Women’s Group on Public Welfare or the civil
servant who, in 1952, labeled check users as “the feckless and often stupid
poor.” Material factors such as family size, economic misfortune, or limited
alternative credit channels had little place in his assessment.51

The size of Provident’s customer base alone should have stifled such pejo-
rative sentiments. By 1908, Provident’s 85 branches employed 3,000 agents.52

Two years later, it claimed to be the originator of “the best and most popu-
lar credit system ever devised,” declaring itself a “real boon to the respectable
working-class.”53 Annual collections, £1 million in 1910, rose to £5 million
in 1925, at which point there were 616,000 customers. By the mid-1930s,
and again in the 1950s, the company serviced over 1 million customers and
their families.54

Provident in European Perspective

Our opinionated civil servant might have been given further food for thought
had he taken a glance over the English Channel to France and Germany.
In both countries, systems evolved that bore comparison with Provident
checks. In France, Crépin coupons were the best known of these. Named
after Jacques-François Crépin, they became a national institution under the
direction of his successor, George Dufayel. They originated in the 1850s,
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when Crépin began selling photographic portraits on installment. Demand
for this service led to the employment of travelers, who were also soon pro-
moting the sale of furniture and clothing. Customers were granted a coupon,
worth 100 francs, after an original 25 percent down payment, and they paid
the remaining sum in weekly payments. Retailers met most of the system’s
costs, paying as much as 50 percent commission for the customers brought to
their doors.55 These high costs discredited the coupons and, in 1869, Dufayel
reorganized the scheme. By 1904, it was claimed that the system had served
3.5 million customers. In Paris alone, there were 800 abonneurs (collectors),
each responsible for two streets. They made inquiries with employers about
potential customers’ solvency, recorded other information on their reliability,
collected repayments, and encouraged good payers to make further purchases.
Four hundred shops accepted the coupons, paying 18 percent commission.

As was the case with Provident checks, questions were raised about the
quality of merchandise sold to coupon customers and whether or not prices
were inflated. Dufayel responded to critics by arguing that the system allowed
workers to acquire the comforts of life without being exploited by usurers.
The company also pointed out that it was sympathetic toward slow-paying
customers, if they had been beset by matters such as disease, pregnancy, or
prolonged unemployment.56 This was an approach shared with Provident,
which was compelled to present an empathetic persona when hearing of
a customer’s economic woes. In 1929, one Provident executive wrote that
such cases “are normal trade risks, and the only course open is to encourage
payment of a small amount from such sources as unemployment pay, until
employment is once more obtained.”57 This approach was a further factor
designed to elicit a sense of obligation and loyalty among customers.

Thus, like Provident, Dufayel’s credit network “relied on local con-
tacts, word of mouth, and face-to-face encounters.”58 On these foundations,
Dufayel claimed—as Waddilove did—to have established the world’s biggest
consumer credit concern.59 Dufayel’s achievements forced other French retail-
ers to form “an ambitious credit plan of their own.” In 1904, more than
fifty stores created the Economic Union of Saint-Denis, which offered an
alternative to Crépin coupons. Several other such syndicates followed in its
wake.60

Germany also developed a similar method of consumer credit, which has
been described as “indigenous” and owing little to American credit models.
This was the Königsberg system, named after the city in which it originated
in 1926. Established by an installment bank (the Kundenkredit GmbH), it
was most widely taken up by members of the industrial working class. Like
the Provident system, customers avoided the daunting task of negotiating
credit with numerous retailers. Instead, credit limits were arranged with the
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bank financing the scheme. Annual interest rates levied ranged from 35 to
53 percent, a level that one contemporary noted could be judged “uncon-
scionable” in the German courts. Unlike Dufayel’s business, the Königsberg
scheme reemerged after 1948, but its history and demise have yet to be related
fully.61 As Rebecca Belvederesi-Kochs outlines in chapter 2, the Sparkassen
(quasi-public savings banks) entered the installment lending market in 1952,
and this development certainly provides one explanation for the death of the
Königsberg system. In France, the view is that rising working-class living stan-
dards during les trente glorieuses increased spending power and created markets
for more modern forms of consumer credit while also killing off demand for
older forms. This process was assisted by the extension of banking services to
89 percent of the French population by 1980 and 100 percent by the 1990s.62

The Survival of Provident

In the United Kingdom, by contrast, Provident found a new lease on life in
the final decades of the twentieth century. Initially, this appeared an unlikely
outcome. Provident’s market began to stagnate during the 1950s, and levels
of new business fell persistently year on year by some 4 percent during the
1950s.63 Many of its traditional customers were attracted to the increasing
range of merchandise available in mail-order catalogs. By the early 1960s,
mail-order companies produced colorful catalogs of up to 1,000 pages in
length, which The Times described as “a riot of consumer goods” and “an
index to the affluent society.”64

Like Provident, the mail-order sector developed an agency system that
tapped into working-class sociability and reciprocity. As many as 900,000
part-time agents were calling upon friends, neighbors, and workmates to
show them their catalog by the 1960s.65 Significantly, almost nine in ten
agents were female and were stimulated predominantly by the opportunity
the catalog provided to reinforce social relationships, or to establish fresh
ones, rather than the modest sales commission that could be earned. This
created a particularly effective sales force, whose connections with their cus-
tomers ensured low levels of bad debt.66 In this increasingly competitive
environment, Provident was fortunate that many of its customers demon-
strated significant levels of cultural inertia. Many continued to use the
company when they might have been expected to utilize their rising earnings
by accessing more modern forms of credit. Thus, there was a lag between
economic and cultural change.67

The company responded to the changing economic climate by attempt-
ing to follow the path being taken by the new “affluent workers,” who were
the subject of so much postwar political and sociological discussion. In 1962,
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Provident left the ownership of the Waddilove family and became a public
company. A new management team, with experience in other fields of con-
sumer credit, instigated a process of modernization. Richard Davenport, who
had worked in hire purchase and rose to become Provident’s chairman, was
struck by the access it had to customer’s homes via its 10,000 mostly female
agents. He asked, “Who on earth else had that sort of lever?” and launched
initiatives to exploit this relationship further and to remove the idea that
Provident was a means through which “to buy coal and shoes.”68

As part of its modernization, the company introduced vouchers of higher
values than its traditional checks. Initially they were for sums of up to £100,
but climbed to £200 by 1970. Collection charges for vouchers were as much
as 15 percent of their value and were repaid over 40 to 100 weeks. The annual
percentage rate (APR) levels of interest for these products were between 44
and 55 percent. This was lower than the rates for checks, for which customers,
by the 1970s, also paid 15 percent of their value, but the shorter repayment
periods meant they had APRs of up to 97 percent. The rise in collection
charges for checks was the result of retailers negotiating down the commis-
sion they paid, as credit card and store card use took off and became more
attractive to them.69

The introduction of vouchers was significant because they enabled con-
sumers and retailers to circumvent the government’s controls on hire-
purchase and installment sales. In operation for most of the period between
1952 and 1982, so-called terms control stipulated minimum deposit pay-
ments and maximum repayment periods on installment sales.70 The sale of
vouchers, which could be used to pay for either deposits or for the full cost of
consumer durables, was not covered by terms control. As a result, Provident
was lifted out of an uncertain passage of trading by government policies that
helped to associate the company with luxury rather than necessitous con-
sumption.71 The government described the use of vouchers as “a serious gap
in credit controls at those times when it is needed,” which had attracted
“refugees from hire-purchase.” By 1966, £25 million worth of business was
being done by clothing and footwear retailers and department stores, offering
their own checks and vouchers, including companies such as Great Univer-
sal Stores and Philips Electrical.72 For Provident, vouchers opened the door to
agreements with a number of major retailers such as British Home Stores, Fos-
ter Menswear, Halfords, Woolworth, Rumblelows Ltd., H. Samuel Ltd., John
Collier, Burtons, Hepworths Ltd., Boots, W. H. Smith, and Debenhams.73

In the wake of this success, Provident made further plans to extend its
financial services. Noting, in 1971, that half the UK population did not
have a bank account, Provident purchased the People’s Bank. The inten-
tion was to transform this moribund institution into a competitor to the
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government-backed Trustee Savings Bank. Its vision was to “move away from
the Clothing and Supply image more and more into the People’s Bank.”74

This initiative was deemed necessary, as the company was again losing
younger and more affluent customers (typically those who were buying their
own homes rather than renting) to credit and store card providers.75 As a
result, check and voucher sales declined by a third, in real terms, between
1971 and 1979.76

A survey of Provident’s customers in this period is indicative of the solidly
working-class nature of its business, with 92 percent of its turnover conducted
with this group. Provident was particularly reliant on custom from families
in the semi-skilled manual worker, unskilled worker, unemployed, and pen-
sioner categories.77 Heaviest users of the company were parents with young
children, as indicated by the fact that children’s clothing topped the list of
items purchased by checks. A much greater proportion of check users lived
in rented accommodation than the general population, with 71 percent of
Provident customers residing in public housing estates.78 Around half its cus-
tomers held a bank account by the end of the 1970s, but hire purchase, bank
loans, and retailers’ credit were used by only 5, 7, and 7 percent, respectively.79

In the final two decades of the century, it was from these groups—not the
affluent working class—that Provident continued to obtain its core market.
Moreover, this market was maintained through the transfer of its traditional
techniques into the field of doorstep moneylending.

The Commercialization of Doorstep Moneylending

The Moneylenders Act of 1927 set a nominal interest rate that could be set for
loans. This led to the stagnation of the legal moneylending sector; registered
lenders fell from 9,173 in 1925, to 3,759 in 1930, and to 1,588 by 1949.80

It did not, however, curtail the illegal moneylending market, which operated
in working-class areas, often with female lenders providing small advances
to their neighbors.81 The authorities were not keen to investigate this market
and, by the late 1950s, commercial moneylenders such as Neville Greenwood
became aware that there was little official appetite to enforce the rate cap,
so they began to experiment with doorstep lending.82 They were joined by
significant numbers of check traders or credit drapers who used their existing
agents to market direct loans to customers.

Their experiments unearthed a significant demand. This was partly the
result of the decline of pawnbroking; the number of pawnbrokers had dipped
from 2,981 in 1935–36 to 402 in 1968.83 Major redevelopment of inner-city
neighborhoods, which often involved the demolition of the local pawnbro-
ker’s premises and the construction of new estates on city outskirts, was a
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major reason for this.84 While a visit to the pawnbroker was increasingly
impractical for any of the 3.5 million Britons living on council estates in the
1960s, moneylenders were willing to call to the homes of those who required
a loan. Ironically, therefore, moneylender registrations climbed to 2,500 by
the end of the swinging sixties.85

Noting this development, Provident began offering cash loans in 1972.
Many of the company’s customers quickly came to “prefer the cash scheme”
rather than checks or vouchers.86 Credit Trader explained that customers
of the new moneylenders wanted “to shop at Marks & Spencer or C
& A Modes, neither of whom accept checks, or buy a set of tyres with
30 percent off . . . all of which may be beyond their immediate needs.”
These customers wanted “cash, or, in the modern idiom, a personal loan.”87

By 1979, the value of personal loans issued by Provident was greater than
that of its checks and vouchers, and moneylending was becoming its core
activity.88

The rejuvenation of doorstep moneylending was given a further fillip by
an increasingly liberalized approach to interest rates in the 1960s and 1970s.
Financial journalists described how the courts began to view lending “money
as comparable to the sale of a commodity” and upheld contracts with interest
rates “as high as 120% on short-term advances.”89 Following the Crowther
Committee’s investigation of the United Kingdom’s consumer credit market,
the Consumer Credit Act of 1974 removed the 48 percent cap on consumer
lending. Crowther’s view was that the “first principle of social policy should be
to treat the users of consumer credit as adults, who are fully capable of man-
aging their own financial affairs, and not to restrict their freedom of access to
it in order to protect the relatively small minority who get into difficulties.”90

The committee placed its faith on educating the public about interest rates
and placing legal responsibilities on all lenders to display APRs prominently
on all documentation. A safety net remained, with courts empowered to rene-
gotiate agreements deemed extortionate. However, this measure proved of
limited use. Only customers could make a legal complaint, not consumer
bodies or other groups with greater knowledge of the legal intricacies. Very
few cases reached the courts.91 Crowther’s support for consumer education, as
opposed to a more paternalistic approach, reflected wider government policy
during a period that witnessed a shift away from regulation in the belief that
this would increase competition and consumer choice.92 In 1981, an analysis
of the cost of lending discovered that APRs for bank loans ranged from 20 to
23 percent, credit card rates were as high as 31 percent, hire-purchase rates
were as much as 57 percent, whereas levels for Provident and other doorstep
moneylenders were between 65 and 756 percent. The moneylenders claimed
that this method of calculating costs did not compare like with like and that
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annual interest rates had a “distorting effect” when applied to short-term
loans that were expensive to administer and collect.93

Despite the interest rates associated with their loans, Provident and other
doorstep lenders had an estimated market of almost 3 million customers by
the early 1990s.94 A number of factors explain this development. The propor-
tion of Britons living in poverty, or at its margins, rose from 22 to 28 percent
between the late 1970s and early 1990s. An increase in unemployment levels
was the most significant factor in this rise, but growing numbers in low-paid
jobs and the reductions in some benefit levels also promoted this develop-
ment.95 A further factor was the rise in single-parent families (usually headed
by women), whose numbers increased by 50 percent to 1.2 million during
the 1980s.96 These groups were to become a major component of the United
Kingdom’s subprime sector. It also included those excluded from mainstream
credit due to their poor credit record or their history of bad debt, often
as a result of the housing market crash of the early 1990s that resulted in
mainstream financial providers engaging in “a flight to quality.”97

The market for the UK’s subprime sector included pawnbrokers, sale
and buy-back outlets (like the Cash Converters chain), and rental purchase
shops (such as Brighthouse, formerly Crazy George’s), as well as the doorstep
lenders.98 The market for each of these products rose as the personal finance
industry increasingly segmented the market through computerized risk assess-
ment and credit scoring—a process that frequently sifted out council or
housing association tenants.99 As a result, large numbers of Britons remained
without access to mainstream financial services. A study published in 2008
suggested the UK figure was 6 percent, compared with 3 percent for Germany
and 2 percent for France.100 Some even found it more difficult to access
mail-order catalog credit, which was identified as the one form of credit
that straddled mainstream and fringe credit markets. Between the 1970s and
1990s, traditional catalog agents dwindled in number, and average customers
per agent had dropped to two or three, as the majority used their catalog
for their own household only and were less willing to entrust their neighbors
with credit.101 This trend has been explained with recourse to the sociologist
Philip Abrams’s concept of “modern neighbourhoodism.” The suggestion is
that late twentieth-century communities did not “constrain their inhabitants
into strongly bonded relationships with one another” and that the “diffuse
trust and reciprocity of traditional neighbourhoods . . . collapsed in the face
of new social patterns.”102

It was in this climate that Provident abandoned its early 1970s plan to
move upmarket and became as heavily associated with low-income consumers
as it had ever been. This association proved highly profitable. In 1998, private
investors were being advised to purchase shares in the company in order to
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“[b]uy on rising social inequality.” With a market valuation of £1 billion,
Provident’s burgeoning share price left it knocking on the door of the United
Kingdom’s elite top 100 companies.103

Thus, a sector of the credit industry whose closest European counter-
parts had withered and died survived and thrived in the fertile soil offered
by British legal and socioeconomic conditions. Unlike the French Dufayel
system, Provident was not decimated by a German invasion in 1940. There-
after, it was able to take advantage of cultural inertia among its traditional
customers by devising new services that allowed it to tentatively engage with
the affluent society. Then, once again, the company’s fortunes reflected the
ebbing nature of inequality in British society. When discussion of the afflu-
ent worker gave way to concerns about a developing underclass, Provident
switched tack to utilize its traditional methods. Through the twists and turns
of its history, it has also ridden on the back of UK government policies on
consumer credit, first benefitting indirectly from controls on hire purchase
before taking more direct advantage of a liberal approach to interest rates
ceilings. In the final calculation, it was the absence of a ceiling that enabled
lenders like Provident to continue their expensive form of face-to-face credit.
This, rather than any cultural peculiarity of the British working classes, seems
to offer the strongest explanation of why this area of the British consumer
credit industry has persisted. Provident’s loss of its more affluent customers
to credit cards and store cards during the 1970s would also appear to support
that view, as ultimately consumers chose the impulses of economic interests
over culturally inherited forms of credit. The fact that Provident has, in the
past decade, exported its lending model to new markets, including Poland,
the Czech Republic, Mexico, and Hungary, also supports the view that British
low-income consumers are not unique.104

British consumers have had to go without some of the more equitable
financial options available to their European and North American counter-
parts. Credit unions, in particular, have had limited success in the United
Kingdom. The scholars of Germany writing within this volume would no
doubt agree that the Sparkassen promoted more equitable forms of lending
than are associated with the United Kingdom’s doorstep lenders. Indeed, if we
compare the United Kingdom’s record of financial inclusion with the rest of
Europe, it is clear that the banks have failed to meet the financial requirements
of the least affluent consumers.

In recent years, the UK government has resisted calls to impose a ceil-
ing cap on doorstep lenders. The government accepted the view that any
such cap would increase the scale of illegal moneylending, with all the
potential for dubious lending and violence that might entail. This view was
supported by controversial research carried out for the government, which
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claimed caps in France and Germany had produced illegal lending mar-
kets that were, respectively, three and two and a half times the illegal sector
in the United Kingdom.105 These findings have been hotly contested and
labeled as “abominable research” by the European Coalition for Responsi-
ble Credit.106 The UK government’s perspective can certainly be critiqued
as economically deterministic. It ignores, for example, the culturally specific
aspects of consumer credit history and assumes that evasion of an interest
ceiling is inevitable and that demand for credit is inelastic. It is oblivious to
the claim that historians would make that each nation has its own particular
history of credit that is infused with cultural, economic, and political contin-
gencies. Jan Logemann has recently made a strong case for Germany in this
respect.107 This chapter has attempted to carry out a similar task in the case
of the United Kingdom, where it is clear that the cultural and social history
of UK credit merged with particular government policies to produce a very
particular subprime credit market. The history of Provident lies very much at
its center.
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CHAPTER 5

American Women’s Struggle to End
Credit Discrimination

in the Twentieth Century

Lawrence Bowdish

Creditors control access to consumer credit in two main ways. First,
a lender can discriminate against a potential borrower if his or her
income or other economic characteristics are not sufficient to secure

the desired credit. Economists sometimes call this “rational discrimination.”
For example, a creditor might view someone who is unemployed or who
has never received a loan before as not creditworthy, because his or her abil-
ity to repay is suspect.1 The second type of credit discrimination is more
ambiguous and is based on a number of what credit activists and legislative
leaders call “invidious distinctions.” In such cases, a borrower suffers discrim-
ination for reasons that have no direct bearing on his or her ability to repay.2

Until the mid-1970s in the United States, this type of discrimination plagued
women who tried to secure credit on their own. These distinctions not only
harmed the credit status of women, but also negatively impacted their eco-
nomic rights and hindered the already flailing 1970s U.S. economy. Difficult
to quantify, this type of gendered discrimination became the grounds for
the struggle that American women pursued against an entrenched credit
industry.

This chapter analyzes the widespread credit discrimination against women
in the United States and how they fought back in the 1960s and 1970s. Banks
and other creditors, including student loan companies, credit card companies,
and department stores, did not believe that women were good credit risks,
even though the creditors did not have any quantitative evidence to justify
this belief and were unwilling to open their own ledgers to permit necessary
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statistical analyses. Many creditors in the United States practiced invidious
distinctions against women by requiring their husbands to cosign on loans,
by discounting their income, or by requiring a so-called baby letter, that is,
an affidavit that the female applicant would not have a child over the course
of a loan.

Discriminatory credit practices kept millions of women in the postwar era
away from the consumer credit market and prevented them from enjoying
their full economic citizenship—what historian Alice Kessler-Harris describes
as an individual’s ability to exercise one’s economic rights and participate
in the economic aspects of one’s society, such as work, property ownership,
and investments.3 In mid-twentieth-century American society, consumerism
and economic well-being became more dependent on an individual’s abil-
ity to procure credit in an increasingly systematic credit market through
banks and other large lenders. Because of those changes, a discrimina-
tory credit market could economically harm every unmarried woman who
wished to leverage her future income. For any woman, student loans, credit
cards, department store cards, mortgages, car loans, insurance policies, and
utility hookups could be limited just because of her gender and marital
status. Attempts to secure these types of credit often ran up against the
increasingly embattled social ideal that women should rely on men in the
economic realm.

Until recently, the issues of women and credit have not been the topic
of much historical research. This lack of attention stems from the fact that
credit history only became popular after the study of “second wave” feminist
history slowed in the early 1990s. During that more recent period, women’s
historians focused on microlevel studies of women left on the fringes of the
broader feminist movement, and popular culture embraced the emergence of
a “third wave” of women’s activists.4 Therefore, as credit history grew in the
1990s, it missed the main thrust of second wave history and the women who
fit within it.5

Telling Their Stories

The most compelling part of this history comes in the stories that women told
to banks, creditors, and legislators in an attempt to correct the problems they
faced when trying to secure credit. Out of the thousands of these stories that
remain in the historical record, it would be impossible to claim that a small
representative sampling might show all of those credit problems. However,
the following three can introduce some of the more prominent issues that
women faced when they tried to secure credit in their own names.
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Speaking to the National Organization of Women on February 20, 1973,
one woman reported:

I have been employed as a teacher and guidance counselor for 8 years in
Philadelphia. My salary is near $14,000. I have no children. I had been a
depositor [with] checking and savings accounts since 1965. [My bank] would
not give me a $2,000 loan so I could get a car. Consequently, I took the bus to
work and to and from the university [a four-hour round trip] for a year when
I had to drop my classes.6

The never-married Ms. Deal made a decent wage by the standards of early
1970s Philadelphia, yet she could not get a loan equivalent to two months’
salary to purchase a new car. She had these problems even though banks
in the United States generally used cars as collateral and every state had a
requirement to hold automobile insurance. Clearly, she had sufficient income
to purchase a car worth only two months of her salary, but she was still in an
economic position that left her vulnerable to patriarchal lending decisions
that kept women from securing credit. Single women were especially unable
to secure needed financing if they could not, or would not, solicit a man’s
support on a credit application.

Responding in 1972 to a questionnaire from the Ohio Governor’s Task
Force on Credit for Women, another woman told her credit story:

Upon [my] husband’s notice to cancel my credit cards, I was told I was respon-
sible for his debts and if [I] didn’t pay for them, they would take away the house
deeded to me in the divorce decree. I could not, however, keep my husband
from using the cards . . . It went on for 2 years [before she was removed from
their joint credit cards] while we were separated but not divorced. In which
time my husband ran up $15,000 in debts. [Her monthly income was $200 to
$400.]7

Ms. Corgan’s bitter divorce was the direct cause of her heart-wrenching situ-
ation and severe credit problems. After she and her husband had separated,
but before their divorce was finalized, Corgan’s husband maliciously ran up
the balance on their jointly held credit cards. Their divorce decree gave her
both the deed to the house, which represented a majority of the couple’s
assets, and responsibility for the jointly held debt, primarily the mortgage and
installment debt on those joint credit cards. She was unable to take out a sec-
ond mortgage on the home because no bank would give her a loan due to the
financial troubles in her marriage and her subsequent separation. As an added
complication, if Corgan decided to sell the house, she would have to split its
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sale price with her ex-husband as per the divorce agreement. To make matters
even worse, she left a well-paying clerical position because of continued sex-
ual harassment from her boss. She suffered from general problems that many
divorced women faced. Creditors often did not count alimony as dependable
income, and since many credit bureaus only gave married couples credit in
the husband’s name, they did not keep any credit information on married
women or just gave them their ex-husband’s credit rating. In Corgan’s case,
this shared credit rating and history, which persisted through their separation,
impacted her well into her post-married life.

Finally, Nancy Pierce Leeth, a professional office manager who worked for
the National Women’s Political Caucus in Ohio, went to a public proceeding
in 1974 to tell the stories of a few women who failed to secure credit and
could not come to the meeting themselves. Her own story, however, proved
to be the most eloquent, if not the most powerful. As a professional, single
woman, Leeth tried to find a mortgage to purchase a home she could easily
afford on her salary. The banker admitted as much and knew that she had
the capacity to repay the mortgage in a timely fashion, but he still required
that Leeth submit a document commonly referred to as a “baby letter.” These
letters, from a doctor stating that the woman was practicing birth control or
would otherwise not get pregnant, were a common practice across the country
and were required for many Federal Housing Authority (FHA) and Vet-
eran’s Administration (VA) loans in the postwar period. Leeth quipped, “some
people needed a lawyer, or a realtor to get a house—I needed a gynecologist.”8

These examples illustrate why equal economic citizenship was a central
issue for women’s advocates in the middle of the twentieth century. They
are representative of the thousands of women who tried to secure credit
and whose experiences may seem unfathomable today but which were com-
mon just a few decades ago. Whether they were divorced, married, or single,
women encountered a considerable number of problems when they tried to
use their future income to access a line of credit through mortgages, credit
cards, or other types of bank loans.

With rare exceptions, like that of Leeth, there is no reason to assume
that these women had defined themselves as feminists before these instances
of credit discrimination made them activists. Unlike issues of discrimina-
tion in society and culture that primarily attracted women who considered
themselves liberal or radical, the issue of economic discrimination, including
credit, attracted women from across the political spectrum. The addition of
a wider range of women to those already grappling with other concerns of
the women’s rights movement helped to broaden the opposition to credit dis-
crimination beyond the standard coalition that addressed most other feminist
issues of the 1960s and 1970s.
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In the 1970s, the success of fights for equal credit access largely depended
on the compelling nature of anecdotal evidence, like the stories here, not
on data. Indeed, few statistics are available to evaluate lending practices at
the broader demographic levels. The analyses that consider this type of dis-
crimination do not agree on whether credit discrimination existed, nor are
those analyses complete enough to draw any succinct conclusions. Banks were
unwilling to volunteer the information required to construct an evidentiary
base of data, because they did not want to divulge details of their lending pro-
cesses or subject themselves to further regulation, not even if those numbers
could exonerate them of discrimination charges.

Most women who suffered discrimination did so because of men, whether
as a result of problems associated with their current or former husbands or
because of male creditors’ discriminatory views about women’s earning poten-
tial and economic management skills. Often, these women cited sufficient
income and the need for economic equality as ways to explain why they
deserved credit. Occasionally, they pulled from the rhetoric of the Women’s
Liberation Movement and claimed that they should enjoy the same eco-
nomic and consumer rights as men. In other cases, politically conservative
women argued that equal access to credit was important to the new mar-
ket economy in the 1960s and 1970s. Significantly, women who raised the
issue did not, by and large, base their complaints about credit discrimina-
tion on economic hardship or need. Rather, equal access to credit offered a
path for women across the political spectrum to gain full participation in the
consumer’s republic. Indeed, most of the women’s advocates of equal credit
access operated under the assumption that credit discrimination was a civil
rights issue. These women realized that American society was changing into
one where consumption was important to their identities as full American
citizens.9

Discovering a Problem

Discrimination against women in the credit market began once women made
considerable strides out of home-based work and into the industrial-era labor
market.10 Before World War I, employers hired younger unmarried women
who were not planning to be lifelong career workers.11 Mobilization during
World War I stepped up demand for labor, giving more women the opportu-
nity to enter the workforce. However, these women mostly stayed within the
established boundaries of so-called women’s work and the burgeoning service
industry.12

An increasing number of women in the workforce meant more econom-
ically independent women, including those who held jobs before marriage
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and the small number who opted not to get married. These women, like
all wage earners, sometimes required credit to cover immediate shortfalls or
long-term larger purchases. Like women in Austria who were customers of
major pawnbrokers such as Wagner and Berger, American women turned to
smaller local pawnbrokers and department store revolving credit in the early
part of the twentieth century.13 Once the formal credit market had developed
in the United States, by the middle of the twentieth century, women found
themselves excluded from new forms of consumer credit by banks and other
creditors.

When servicemen returned from World War II, there were concerns
about how the labor market would reabsorb them. Previously nontraditional
workers, including women, filled the early 1940s workforce, and many of
them were expected to give up their jobs to the returning GIs. Although
many working women did go back to their prewar lives in the home,
others chose not to return to domesticity, because they experienced and
preferred greater independence or their new wages were too important to
their family’s well-being or upward mobility.14 Limitations in advancement
and job availability, commonly referred to as the “glass ceiling,” created vast
differences in the pay rates between men and women. Banks and other cred-
itors used these discrepancies against women to severely limit their credit
access.

The postwar American credit market continued to make it difficult for
women to secure credit. In most cases, banks still operated under the assump-
tion that women did not have complete agency over their own incomes
because of community property laws or the demands of having a family.
Therefore, creditors required men to cover women by cosigning on loans,
even when it did not make any economic sense. Women who borrowed and
repaid money under these conditions did not build their own credit histories,
so they experienced problems if they ever sought credit in their own names.
Women also experienced credit discrimination because of childbearing deci-
sions and other life choices, including remaining single, which placed them
outside societal norms that expected them to get married and raise fami-
lies. Patriarchal tradition in the capital markets and long-standing stereotypes
about the participation of women in the economy worked to keep capital out
of reach for many women.

In 1968, Congress passed the Consumer Credit Protection Act (CCPA),
which “assure[d] a meaningful disclosure of credit terms so that the consumer
will be able to compare more readily the various credit terms available to
him and avoid the uninformed use of credit.”15 By supporting the “informed
use of credit” and making it easier for consumers—assumed to be males in
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the legislation—to find “meaningful disclosure of credit terms,” Congress
established precedence for federal regulations through legislation and Fed-
eral Reserve rules on how creditors managed their businesses. Aside from its
provisions to require credit card companies and other creditors to be more
forthright with their policies, the CCPA also established the National Com-
mission on Consumer Finance (NCCF). This body was to investigate current
credit conditions, determine when discrimination occurred, and find how
credit practices—either open or secretive—might hurt consumers, whether
as individuals or groups.

In December 1972, the NCCF released its report, Consumer Credit in the
United States. It supported the theoretical goals of the CCPA and claimed
that credit discrimination was harmful to the economy at large. If a creditor
denied a loan to a consumer for a noneconomic reason, essentially any-
thing other than income or wealth, then the competitiveness of the market
should produce another lending agent willing to make that loan.16 However,
while the NCCF report recognized that women might experience obsta-
cles to securing credit, it did not recommend new policies or legislation,
such as the CCPA, to correct this type of problem. Although women had
come forward with examples of discrimination, the NCCF did not find
any systematic discrimination against them in the limited data they had
acquired.

Even though the NCCF report did not recommend new policies, the
finding that women encountered credit discrimination encouraged many
lending institutions, primarily FHA and VA lenders, to phase out their dis-
criminatory behaviors. However, advocates for equal credit access remained
committed to ensuring that women could get the credit they deserved. Many
of them remained convinced that legislation, not reliance on changing the
will of creditors through a social movement, was the best way to secure that
access.

Even without damning statistical evidence, emerging problems in women’s
access to credit were impossible to ignore. As more and more women real-
ized that they were not alone in their negative experiences in the late 1960s
and early 1970s, they joined their voices and created a chorus against credit
discrimination. Working women fought against the discounting of their
incomes; married women argued against requirements for their husbands
to cover them; and higher-income women demanded greater access to con-
sumer, business, and housing credit. Within women’s groups and on their
own, these women turned to state and federal legislatures to show that their
problems were common enough to merit broad legislative action to outlaw
credit discrimination.
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State-Level Efforts and the Ohio Credit Task Force

Before the U.S. Congress considered national legislation in 1974 that made
legislative efforts at the state level obsolete, twenty states enacted equal credit
laws.17 Concurrently with the federal debate over legislation in 1974, nine
more states introduced bills in their legislatures to guarantee equal access to
credit for women. The experience of one of those nine states, Ohio, can shed
light on all of the state-level attempts for three reasons. First, because Ohio
started its process relatively late, advocates and legislators there were able to
learn from the experiences of advocates in other states. For example, some lan-
guage in Ohio’s state law mirrored the language of other state credit laws, and
Ohio borrowed the idea of soliciting letters from aggrieved citizens and hold-
ing meetings with those citizens and banking representatives. Second, Ohio
had a number of women from different economic and political backgrounds
who both were affected by and publicly advocated against discrimination.
This variety of personal experiences permits broad analysis of why different
groups of women might have issues with credit availability. Third, creditors
in Ohio put forward a cohesive defense against further financial legislation.
Therefore, at least in Ohio, one could see a clear fight against extending legal
protection to women trying to secure credit.18

Most of Ohio’s efforts to learn about the problems of credit discrimination
occurred under the auspices of the Ohio Credit Task Force, also known as the
Governor’s Task Force on Women and Credit, appointed by Governor John
J. Gilligan to investigate credit discrimination against women.19 The orga-
nization collected over seventy questionnaires during 1973, including the
one from Ms. Corgan quoted above.20 These standardized forms asked the
aggrieved female responders a number of questions that included the length
of their employment, the sources of their income, and their marital status.
Another section allowed these women to provide details about the problems
they encountered in the credit market. While in some instances these qualita-
tive sections were terse and straightforward, some women attached multiple
legal-sized sheets to expand their testimony.

A majority of the respondents had applied for credit cards, either directly
through national credit card companies or locally through banks. Most of
the others had applied for retail credit, and some had applied for auto
loans and mortgages. The types of credit that these women had applied for
and the reasons that creditors had given for denying the applications were
typical.

The most common reason creditors offered was the requirement that hus-
bands sign the credit applications, which was primarily a problem when
women were applying for credit cards. Women often saw this requirement
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as discriminatory, because they were never required to sign credit applica-
tions for their husbands.21 One woman repeatedly refused charge cards sent
in her husband’s name for a Sears account she maintained, arguing that it
was her card for her use. Another woman married a graduate student, so she
wanted cards in her name because his credit was weak and his income low.
At least one woman specifically asked for a credit card in her maiden name
because she knew married and divorced women who had experienced credit
access problems and discrimination.22 At least some of these women under-
stood that if a credit card was in her husband’s name, only his file in the credit
bureau would benefit from earning good credit.

Sometimes the justifications that creditors offered for denying credit to
women made no economic sense. One woman included a statement from an
auto insurance company that refused to issue a policy to any single woman.
A bank refused to give a credit card to a single woman who had seven other
credit accounts and an income over $17,000—the average household income
in central Ohio in the early 1970s hovered around $10,000 to $11,000—
because she had a “lack of credit experience.” Some credit card issuers refused
women because they did not have a “high enough” net worth or because they
had part-time employment, obstacles that men rarely encountered when they
applied for credit.23

Although most problems concerning credit centered on installment credit,
barriers to mortgage credit created a bigger ordeal for many women. These
women suffered economic discrimination when they applied for mortgages,
since their income was discounted. Banks would not count women’s total
incomes, because they believed these incomes were unstable as a result of
their family responsibilities and supposedly lower dedication to their work.
Discounting a wife’s income on a mortgage became more important in the
1970s as homeownership and interest rates increased, because many mar-
ried couples required both incomes to secure a home as housing prices and
the cost of mortgages increased. Discrimination against women, particularly
married women who saw their incomes discounted, made mortgages even
more expensive.

After compiling these stories and testimonies, the Ohio Credit Task Force
held public hearings in the summer of 1974. Over 250 mostly white working-
and middle-class women, credit industry officials, and government represen-
tatives attended hearings in Columbus, Toledo, Cincinnati, and Cleveland.24

The women’s statements fit the general pattern of the statements from the
Ohio Credit Task Force questionnaires. Many of them were divorced or wid-
owed, and their inability to find a man to cosign loans or vouch for their
credibility was the main problem they encountered when trying to secure
credit. Overall, these women were in their late thirties to middle forties and
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had incomes of around $10,000 a year, which was squarely in the median
range for the early 1970s. In other words, they were average credit-seeking
people who had experienced many more credit access problems than men
with comparable criteria.25

Married women had problems different from those experienced by single
women. One married woman applied for a small business loan to open an
antique store, but the bank denied her application. The loan officer who
had worked on her application suggested to her, “Well honey, what makes
you think you know anything about business?”26 Another married woman,
Mrs. Staley, could not get a student loan to attend graduate school from
either private sources or the university itself. The university told her that,
for loans, the school ranked her fourth priority behind single men (first),
married men (second), and single women (third).27 Another issue involved
a married woman who unsuccessfully attempted to take out a life insurance
policy as the primary wage earner of her household. The insurer’s policy did
not allow it to insure working women if they were a family’s primary source
of income.28

Testimony in the Ohio Task Force Hearings from individuals representing
creditors, banks, and other parts of the financial services industry expressed
different concerns. In general, creditors were worried that new regulations
would circumscribe their lending practices. By claiming there was no dis-
crimination in their institutions, these creditors hoped to influence the task
force against new credit laws. Most of them asserted that if discrimination—
such as requiring male signatures or discounting women’s incomes—might
occasionally occur, it never happened in the offices they managed. Almost all
of the creditors also complained about the level of regulation that they had
been forced to endure, especially since passage of the CCPA. They expected
still more unnecessary regulations if an equal credit statute passed.29

Richard Wade, the president of First State Bank, gave the broadest defense
of creditor practices. He bracketed his entire testimony by reminding the
panel that credit was a “privilege, not a right” facilitated by the credit industry.
He argued that bank lenders were interested in the individual borrower and
that women who had positive lending characteristics would get the credit
they deserved. Further, he averred that the real problem was that most women
credit seekers did not “know what to ask.”30 Wade’s last claim amounted to
an admission by the credit industry that they knew there was a discrepancy
between how women understood credit and what their actual credit rights
were. By advocating financial literacy among women, these bankers, on some
level, understood that women had been disadvantaged in the credit market
in the 1960s and 1970s, but these same bankers were largely unwilling to
undertake any significant reforms.31
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Each of the credit industry’s representatives took pains to explain why
its current practices were good, even if women had occasional problems
securing credit. One of the most eloquent of the credit representatives, Dan
Shackleford of State Savings Company, explained that the reason why many
creditors required husbands to cosign on all loans was that “if he [the hus-
band] doesn’t sign it, he knows something we don’t.”32 This terse statement
showed how banks valued information and wanted to be able to make bet-
ter lending decisions with full disclosure. In the mid-1970s, when credit was
tighter because of higher interest rates, creditors wanted to know even more
about a debtor’s ability to repay.

Admittedly, the creditors did not have many advocates in these hearings.
Most people attending them were hostile to the creditors’ position, because
they saw themselves as victims of discrimination. The commissioners of the
hearings were largely community leaders with little banking or regulatory
experience, and they made their sympathies toward the victims clear. How-
ever, having little knowledge of the particular mechanics of bank lending and
banking legislation, the commissioners were largely unable to bring the cred-
itors to task. This information asymmetry played to the creditors’ advantage;
Ohio was not among those states that passed equal credit legislation before
1974. No equal credit legislation made it through the Ohio Legislature before
the U.S. Senate passed federal legislation.

Although twenty states passed state-level legislation to end credit discrim-
ination against women and ethnic or racial minorities, and although more
states considered such action in 1972 and 1973, the main goal of many
advocates of equal credit access was legislation at the federal level. Credit
access proponents wanted a federal law, because the federal government had
greater regulatory strength and because creditors would not be able to hide
discrimination by chartering in a state with lax discriminatory laws. In addi-
tion, federal legislation would solve the problem in states like Ohio, where
efforts to pass state-level legislation had stalled. As credit and women’s activists
had hoped, the quick acceptance of federal credit legislation in 1974, the
Equal Credit Opportunity Act (ECOA), rendered many of these state actions
obsolete.

Federal Legislation and the Equal Credit Opportunity Act

After making their cases to rights organizations and to their state-level legis-
lators, women sought to convince national legislators and creditors that the
sole factors of gender and marital status did not make them bad credit risks.
Advocates for equal credit access before the ECOA’s passage in 1974 believed
that current federal legislation on the issue of equal credit availability, which



120 ● Lawrence Bowdish

then consisted of a few points in the CCPA, was insufficient in both its scope
and enforcement. Many argued that these unsatisfactory regulations required
a “reappraisal” that culminated in a new, powerful, overarching policy that
clearly outlawed invidious distinctions in the credit market.33 This policy
took shape in the ECOA.

The development of and debates over the ECOA began primarily by look-
ing at state-level actions. In the process, the proponents of legislation ran into
the old problems of having insufficient statistical evidence to prove routine
discrimination. The 1972 report from the National Commission on Con-
sumer Finance found issues in credit applications that were discriminatory,
such as requiring women to reapply at marriage or get a husband’s signa-
ture, but the commission did not find that women were systematically denied
credit. It decided not to suggest new legislation, moreover, because it ques-
tioned the ability of regulators to measure success or bring charges against
offending creditors.34

The supporters of equal credit access legislation, both on the state and
federal level, believed that forcing a woman to reapply for credit after she
married was an invidious distinction, especially when placed in the context of
the era, when women were achieving greater economic equality. A quotation
from a mortgage-lending case study conducted in Hartford, Connecticut in
1974 illustrated the problem:

Whether because discrimination in mortgage lending is prohibited by both
Connecticut and federal law or for other reasons, lenders in Hartford do not
generally admit that they reject applicants on the basis of the race or national
origin . . . (discrimination there is “subtle”) . . . [D]iscrimination on the basis
of sex is a different matter. Here, the major problem is not that mortgage
procedures or criteria permit opportunities for decisions on the basis of dis-
crimination. Rather, traditional mortgage lending criteria followed by Hartford
mortgage lenders virtually require sex discrimination.35

Sex discrimination was “required” in the Hartford mortgage lending offices,
because a patriarchal tradition with no statistical validity forced female appli-
cants to navigate difficult obstacles when they applied for credit and then
offered them worse terms on that credit. Aside from almost all lenders
requiring spousal permission, only 22 percent of Hartford lenders counted
100 percent of the wife’s income when making a decision about a joint pro-
posal. A similar percentage did not count any of a woman’s income. The
authors of the case study suggested that one of the main problems was the lack
of women in decision-making roles at the lending institutions. Even though
women and minorities both experienced problems when securing credit,
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there were fewer female than African-American loan officers in Hartford in
the early 1970s.36 The discrimination was clear to activists, but problems in
measurement, confusion over consideration of the protection of other demo-
graphic factors, and a well-organized credit industry that loathed regulating
such a subjective part of the process worked against the act’s proponents.

Republican Senator William “Bill” Brock of Tennessee sponsored the
ECOA after his office’s efforts to find the stories of victimized women in
the credit market in the early 1970s. It was the first federal attempt to leg-
islate against gender discrimination in the credit market.37 Senator Brock
became passionate about the issue after his participation in a CCPA hear-
ing in 1972, where he was moved by numerous letters from his constituency
and by testimony in the hearing to help stop credit discrimination. Emily
Card, one of Brock’s legislative assistants who helped push Brock in this
direction, drafted the bill that would become the ECOA and built a sub-
stantial case based largely on the same public support evidenced by the
thousands of letters received by national organizations, state legislatures, and
Brock’s office.

Although there was a mix of “bottom-up” qualitative evidence and “top-
down” quantitative data, the majority of the support for legislating against
credit discrimination was qualitative.38 Nonetheless, the two types of evi-
dence led to a bill balanced enough to pass the Senate. Looking at how the
ECOA sailed through that body, one might assume that a bill that attacked
discrimination against such a wide group of people had little problem gain-
ing legislative and general support. While this might be true, the qualitative
and anecdotal evidence presented a relatively weak analytical and statistical
argument that left holes for detractors in the credit industry. Credit granters
made profits by exploiting a serious information asymmetry that made their
business both profitable and defensible against attacks on that asymmetry.
If individuals seeking loans knew the mechanics and regulations that went
into loan decisions, or if they had more power to manipulate them, the
industry believed it would become less profitable, because the grounds for
negotiations would be more even.39

Though creditors had strong reasons for maintaining their secrecy, there
was increasing suspicion that their secret systems, because of mounting
qualitative evidence, were propagating invidious distinctions against women
creditors. The reasons for supporting a law were powerful enough that sup-
porters of women’s rights had little problem securing Senator Brock’s effort
to gain unanimous passage of the ECOA in the Senate in 1973, including
its original beginning: “It shall be unlawful for any creditor to discrimi-
nate against any applicant, with respect to any aspect of a credit transaction
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on the basis of race, color, religion, national origin, sex or marital status,
or age.”40

Instead of serving as a culmination of women’s credit rights, however, the
ECOA was the start of a new phase in the struggle for those rights. The
following year, the ECOA took some hits in the House Subcommittee on
Consumer Affairs of the Committee on Banking and Currency, where the
punitive points of the law were weakened and the non-gender-based demo-
graphic factors eliminated.41 By the time the Federal Reserve wrote the rules
for the ECOA and President Ford signed it in 1976, those other demo-
graphic factors returned, but creditors retained some protection even with
the weakened punitive measures.

The legislative debate showed how the women’s and economic regulatory
movements in the 1970s interacted with the broader political system, but
the debate was also notable for its clear emphasis of social values. If society
attached importance to credit and access to it, then legislators and creditors
had to find some balance between the efficiency of capital and how equi-
tably creditors distributed access to it, a process that had just begun with the
equal rights legislation instituted in the late 1960s. The future of that balance
depended on Congress’s passage of the ECOA and the dialogue that would
open.42 The ECOA showed how these two debates about social values and
economic opportunity arose and entwined as they moved from the private
sphere of the individual and firm into the public sphere of the legislature and
society.

Studies about the effectiveness of the ECOA in the late 1970s and early
1980s showed positive and negative consequences. On one hand, the regu-
lations of the ECOA were good tactics to convince creditors to give women
fair access to credit, even if few cases concerning credit access for women ever
made it to the courts. Others argued that the ECOA proved to be point-
less because discrimination did not exist, or that discrimination was quickly
going away because of a change to a consumer-based economy where cred-
itors could not afford to turn down good credit risks. Others complained
that the ECOA did not have sufficient power to keep discrimination from
occurring, because there were few lawsuits as a result of the construction of
the act’s regulations, and consumer literacy about women’s rights remained
abysmally low.43

Conclusion

Women in the United States in the 1960s and 1970s pursued and protected
their economic, consumer, and credit rights by joining together in a broad
coalition that pressured state legislatures and then Congress to act. Banks
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and credit card companies increasingly controlled credit access in the United
States after the 1950s, just as that access to credit was becoming more impor-
tant to economic citizenship. Women’s activists realized this importance and
sought to protect women’s economic rights. Proponents of equal rights first
established that there was a problem in securing equal access to credit by offer-
ing anecdotal evidence. Later, they employed that evidence to secure state and
federal legislation.

As the postwar economies around the world changed to take advantage
of increased credit availability, women in the United States realized that they
needed to be able to claim their fair share of the consumer economy. By ensur-
ing that creditors’ decisions would be based on appropriate criteria such as
income and debt load, but not biology, women’s activists made sure that they
would not be left behind in the new world of consumption.

Forty years after women started to fight against credit discrimination, a
consumerist society and consumer credit have changed the environment in
which women fought for equal credit access. The increasing ease with which
anyone, regardless of economic status, could secure credit in the past twenty
years has completely overshadowed any credit issues specific to women. For
most of the 1990s and 2000s, many creditors wanted to extend credit to
whomever they could, and women made up too many potential customers to
discriminate against or ignore for noneconomic reasons.

On the other hand, women did not necessarily have access to “good”
credit, that is, credit on the most advantageous terms possible. As consumer
credit became more prominent in the second half of the twentieth cen-
tury, changes in the credit industry created more options for lower quality
credit. While some of these types of credit, such as pawnshops and loan
sharking, are much older than most other credit instruments, new indus-
tries, such as payday advance loan centers, sprang up in the late twentieth
century to take advantage of the increased demand for consumer credit.
Because many single and divorced women were unable to secure higher
quality credit, they suffered disproportionally in the late 2000s mortgage
crisis. The Consumer Federation of America found that women had been
32 percent more likely to receive subprime loans than men in the past
decade.44

It is unknown if the problems that women suffer in the American econ-
omy today are the result of invidious distinctions or rational discrimination.
Thirty-five years ago, proponents of equal credit access for women were
able to convince policy makers and most creditors that they suffered from
invidious distinctions. Four more decades of unequal treatment, though,
might change some of those conclusions. Women’s pay equity has been slow
to improve, and this lack of equal pay limits the creditworthiness of women.
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As the story of women in the recent subprime mortgage market attests, the
improving status of women in today’s credit market does not mean that they
experience no problems in the credit market. Like in the 1970s, the only real
chance to eliminate that discrimination is to educate debtors and consumers.
The nascent Consumer Finance Protection Agency is working toward edu-
cating consumers and creditors about their credit rights. If debtors, women
included, become more aware of their rights and the paths they can take to
ensure them, they will be better able to secure the credit they deserve.
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CHAPTER 6

Virtually Creditworthy:
Privacy, the Right to Information,
and Consumer Credit Reporting
in West Germany, 1950–1985

Larry Frohman

Risk, Surveillance, and Consumer Credit

Modern societies are information societies. They depend on the collection by
bureaucratic organizations of vast quantities of information on the produc-
tive, reproductive, and consumptive activities of the population in order to
manage large-scale social processes. Indeed, it is difficult to envision how a
modern society could exist without the capacity to gather such information
and then apply it for strategic decision making.

One of the most important domains of information collection and use
in modern society is the consumer credit reporting field. Since the 1920s,
consumer credit reporting in Germany has been dominated by a single
organization: Schufa, the Protective Society for General Credit Assurance.1

As such, Schufa has been the largest and most sophisticated collector of per-
sonal information in the private sector. In 1977, the company held records
on 22 million people, that is, on virtually every (male) head of household and
80 percent of all economically active individuals in a population of 60 mil-
lion; and in 1976, it issued over 21 million credit reports.2 In this essay, I use
the development of Schufa’s credit reporting system as a vehicle for analyz-
ing the role of information collection and exchange in modern society, the
impact of such surveillance on our understanding of privacy, and the politics
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of personal information in West Germany as they played out in the consumer
credit sector from the 1950s through the mid-1980s.

The 1950s were a paternalistic era, although this search for new binding
norms represented less a restoration of the world of yesterday than a creative,
conservative response to the challenges of modernity. Just as the Adenauer
government claimed the right to guide the media,3 and just as the churches
reasserted their role as the guardians of public morality, so, too, did busi-
ness claim the right to manage the personal information of consumers in the
name of the public good, which it understood in terms of the minimization
of fraud, excess consumer indebtedness, and the overall cost of credit to the
national economy. In the late 1960s, however, a number of factors converged
to raise public awareness of the privacy implications of consumer credit
reporting: the continued expansion of consumer credit and the development
of new means of financing such purchases; sensationalist exposés on the abuse
of personal credit information at home and abroad4 and the transnational
flow of ideas emanating from American discussions—culminating in the Fair
Credit Reporting Act (1970)—on discrimination and privacy protection in
the credit sector; a broad, pan-Atlantic unease with new computer and com-
munication technologies; and the formation of an active consumer protection
movement. In turn, all of these developments were refracted through the
political tensions of the time, which heightened German public sensibility
about the ways in which personal information could be used—and abused—
by both the public and private sectors. This new awareness of the political
implications of control over personal information led to the passage of the
1976–77 Federal Privacy Protection Law (Bundesdatenschutzgesetz, BDSG),
which provided the legal framework for the collection and dissemination of
consumer credit information in Germany.

The development of both Schufa’s credit reporting system and German
privacy legislation needs to be understood as much sociologically as histori-
cally. Credit transactions are, by their very nature, risky, and credit reporting
systems represent an institutionalized means for transforming uncertainty
into the calculable probability of repayment, thus enabling the establishment
of an efficiently functioning credit market in which the interest rate charged
is proportional to the degree of risk associated with the transaction.5 But the
contingency of the future means that this task of transforming uncertainty
into probability can never be completed, and every disappointment leads
not to the abandonment of the quest, but to its renewal with increasingly
sophisticated informational tools.6

In stable, geographically bounded societies, lenders and sellers normally
possess a great deal of information about credit customers, and in such com-
munities there are effective means of sanctioning those who fail to live up to
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their financial obligations.7 However, the geographical scope of such knowl-
edge is limited, and both the quality of information and the effectiveness of
sanctions are progressively attenuated by that set of social processes known as
modernization, as are the reciprocal obligations that Silke Meyer identifies as
the social foundation of credit in chapter 10. The network of doorstep credit
agents that Sean O’Connell describes in chapter 4 represents an intermedi-
ate stage in this process, one in which the Provident agents instrumentalized
existing social networks without truly belonging to them. The founding of
Schufa represented the decisive step in the modernization, bureaucratiza-
tion, and professionalization of consumer credit reporting, and it is entirely
appropriate that the first exposition of Schufa’s inner workings should have
appeared in a journal devoted to the rationalization and “organization” of
business processes.8

In the years after World War II, the disembedding of markets for goods
and money from bounded communities and the growing integration of
smaller towns and rural communities into regional and national markets,
combined with rising affluence and the transition to a consumer society, gen-
erated new flows of information. Producers engaged market research firms to
investigate the desires of consumers, whose purchasing habits were becom-
ing more labile and whose preferences these producers hoped to link in a
more integral manner to their own production decisions. Consumers them-
selves began to demand more information about technologically sophisticated
products bought from merchants with whom they did not have relationships
built on familiarity and trust. Mass advertising sought to communicate infor-
mation about the proliferating number of consumer goods on the market
while shaping the tastes and preferences of potential purchasers. And, most
relevant to the matter at hand, merchants and lenders began to demand more
information about the financial history and habits of the increasingly affluent,
increasingly mobile consumers seeking to make credit purchases in an increas-
ingly anonymous national market. In fact, just as mail-order firms were keenly
interested in providing distant, anonymous customers with more information
on products with which these persons lacked direct experience or access, these
companies were also among the biggest users and generators of credit data
in Germany during these years.9 For the sociologist Helmut Schelsky, these
channels through which knowledge about consumers, producers, and prod-
ucts was exchanged satisfied a fundamental human need for information, a
need which, Schelsky argued, had been created by the loss of immediate,
prereflective knowledge as individuals learned to live through those abstract
social institutions of the modern industrial world that Schelsky’s mentor,
Hans Freyer, called “secondary systems.” In fact, the 1950s discussion of the
status and function of public opinion and of what Jürgen Habermas later
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called the “structural transformation of the public sphere” was really a debate
about the nature of these information flows, the extent to which they served
instrumental or manipulative, rather than critical or communicative ends,
their impact on the autonomous subject, and the proper means of governing
them.10

Ultimately, credit reporting achieved a critical mass in the 1950s and
1960s not only because of the rising standard of living, but also because
merchants hoped to compensate for increasing social and geographical dis-
tance through the intensified collection and analysis of information on their
customers—and thereby to recreate in a more abstract form something akin
to the personal trust and communal capacity for sanction that had existed
in more traditional societies. But the kind of surveillance undertaken by
Schufa and other credit reporting agencies did not generally involve the direct
observation of one person by another, and its master metaphor was less the
omniscient, omnipotent Big Brother of Orwell’s 1984 or the overseer in
Bentham’s Panopticon than the anonymous, perhaps even well-intentioned
bureaucrat. Here, I use surveillance to mean the systematic collection—by an
organization—of personal information on the individual members of a popu-
lation with whom it regularly comes into contact. Almost by definition, such
surveillance is undertaken on a mass, rather than an individualized, basis, and,
in the case of credit reporting, the information collected is either provided by
consumers as part of the credit application process or generated by member
firms as part of their everyday record-keeping. The ability to collect, analyze,
and use this information as the basis for both strategic decision making and
the reflexive monitoring of the organization itself enables surveillance systems
to generate administrative power, and, building on Anthony Giddens, one
can usefully conceive of the credit sector as a kind of social or economic space
produced through control over the information deemed relevant to credit
decisions.11

The purpose of credit reporting systems is less to uncover some hidden
truth about consumers than to construct knowledge about them that can then
be used as the basis for strategic credit decisions. In an essay that has become
a standard point of reference in recent work on surveillance, Kevin Haggerty
and Richard Ericson have described—drawing on Gilles Deleuze and Félix
Guattari, rather than Foucault—how modern electronic surveillance systems
enframe, fix, and appropriate discrete elements of the fluid unity of individ-
ual experience by overlaying upon it a schema or set of categories designed
to isolate and catalog the facets of this whole that are deemed relevant to
those who collect and control this information—in this case, consumer finan-
cial behavior. The descriptive characteristics resulting from this process can
then be reassembled to form an infinite number of virtual subjects or “data
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doubles,” depending on the specific needs of the moment.12 However, since
the representations produced by these credit surveillance systems reflect the
strategic interests and definitional power of these organizations, they have the
potential to alienate consumers from their identities, exert a pervasive nor-
malizing effect, and at the same time serve as the basis for self-governance by
the consuming subject.13

In view of the rapid pace of innovation in the domain of surveillance
technologies, the growing market for personal information, and the prolifer-
ation of surveillance systems, which increasingly come together in contingent
“assemblages” for individual acts of opportunistic surveillance, there is no
intrinsic limit to the number of virtual identities that can be constructed for
any given person. In such a situation, Haggerty and Ericson suggest, privacy
is now “less a line in the sand beyond which transgression is not permitted,
than a shifting space of negotiations where privacy is traded for products, bet-
ter services or special deals.”14 But the fact that such an infinitude of virtual
identities is theoretically possible does not mean that all will actually come
to pass. Rather, I would suggest that privacy must be understood not only
as a negotiation of what one person will get in exchange for the disclosure
of personal information, but also as a negotiation of how particular domains
of knowledge can be enframed by surveillance systems, what kinds of infor-
mation can be collected, and under what conditions they can be exchanged
and combined to construct financial identities that then become the object
of strategic decision making and social control. In the remainder of this essay,
I attempt to describe the process through which these issues were negotiated
in the credit domain in postwar West Germany.

“In a Few Years, It Will be Unimaginable to Offer Credit in West
Germany without Consulting Schufa”

Historically, the development of consumer credit reporting systems has been
slowed or blocked by two major obstacles. The first was the problem of over-
coming the reluctance of merchants and financial institutions to share their
highly valued and closely held customer information. The second was the
need to devise an information system capable of collecting, integrating, and
ensuring the timely dissemination of all relevant information on potential
credit customers. These two issues are discussed in this and the following
section, respectively.15

Widespread credit sales and systematic consumer credit reporting devel-
oped in tandem; neither emerged in Germany until the mid-1920s; and
their joined history is closely linked to the changing involvement of banks
in the field.16 Although the stabilization of the currency in 1924 unleashed
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a wave of installment purchases, merchants generally lacked both the capital
to finance these sales and the expertise to evaluate the creditworthiness of the
individual consumer, whereas commercial credit reporting agencies did not
possess the information needed to make informed decisions concerning the
creditworthiness of a clientele comprised of the laboring classes and the mid-
dling estates, both old and new. The solutions to these two problems proved
to be interrelated, however, because the need for additional capital brought
banks—with their focus on fiscal discipline and their greater experience with
commercial credit rating—into the field of installment selling for the first
time, something that they had theretofore shunned. This involvement of the
banks, the decision by the Hermann Tietz department store to abandon its
strict cash-only policy, and the decision by the Berlin municipal utility busi-
ness to enter the installment sales business in order to expand the market for
electricity all combined in the spring of 1927 to provide the impetus for the
founding of a consumer credit reporting agency in Berlin.17 In turn, success
of the Berlin Schufa led to the establishment of similar organizations in other
cities, which from 1931 were loosely linked in a national organization.

After the 1948 currency reform, installment sales in Germany experienced
a second postwar boom. That same year, the individual Schufas resumed
their activity, and in 1952 the thirteen regional Schufa organizations came
together to form a national organization, the Bundes-Schufa, to coordinate
the exchange of information among the regional agencies. The postwar con-
sumption surge was, however, accompanied by an equally large surge in wage
garnishments. This increase was widely attributed to predatory practices on
the part of merchants who used installment sales to entice improvident work-
ers (and their spouses) into making purchases that they could neither afford
nor resist. This attack on installment sales was reinforced by the influential
liberal economist Wilhelm Röpke, who damned installment sales as a form of
“premature consumption” (Borgkauf ) that was diminishing the country’s eco-
nomic substance while undermining the “savings discipline” that he regarded
as the moral foundation of bourgeois society.

The ensuing culture war pitted the installment sales banks against the sav-
ings banks, which were the protectors of the traditional financial morality
championed by Röpke, and in chapter 2, Rebecca Belvederesi-Kochs relates
how this culture war played out within the savings banks themselves as they
sought to modernize their operations in the postwar decades. However, it
proved much easier to determine the causes of the spike in garnishments than
to end the culture wars spawned by the transition to a more affluent consumer
society. A 1953 study by the German Chamber of Commerce and Industry
exonerated installment sales from the charges made against them by showing
that most garnishments were related to either family support payments or the
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purchase of everyday consumer necessities, rather than ill-considered outlays
for expensive consumer durables or luxury items by consumers who could not
govern their passions. But the study also showed that garnishment rates for
workers who had borrowed from installment sales banks or other credit insti-
tutes that relied on Schufa reports were far lower than for those who had been
able to make their purchases without undergoing a prior credit check.18 These
findings led the Economics Ministry and a number of important business
groups to endorse Schufa as the best way to combat excess consumer debt and
the problems that it created,19 while the merchants and installment financ-
ing organizations that controlled Schufa concluded that the sharply reduced
credit losses resulting from the Schufa system meant that no company that
wished to do business on a credit basis would long be able to resist the com-
petitive pressure to join the organization. “In a few years,” they prophesied,
“it will be unimaginable to offer credit in West Germany without consulting
Schufa.”20

Between 1950 and 1963, the number of installment banks belonging
to Schufa rose from 71 to 235.21 Beginning in the late 1950s, however,
commercial and savings banks were being drawn more deeply into the con-
sumer credit business, a field from which they had traditionally shied away.
On the one hand, they began to offer unsecured personal loans to the increas-
ingly affluent working and middle classes, who were opening larger numbers
of checking accounts in response to the growing use of electronic salary
payments by employers; these personal loans were more convenient than tra-
ditional installment sales loans, which had been approved on a case-by-case
basis for specific purchases.22 On the other hand, banks were also drawn more
deeply into the consumer credit field by the development of new forms of
credit. First, the growing reliance on electronic funds transfers in the 1960s
meant that, to retain the loyalty of wage earners, banks had to be willing to
offer overdraft credit privileges to these customers, whose creditworthiness
thus became an issue for the banks for the first time. Second, the Eurocheck
system also involved credit risk, because the issuing banks were committed
to redeeming all properly written checks regardless of the balance available in
the cardholder’s account. The introduction of credit cards beginning in the
late 1960s accelerated these trends.23 By the end of the decade, savings and
commercial banks had begun to eclipse the importance of traditional install-
ment sales banks in the consumer credit field. As a result, more and more
banks joined Schufa, so that by the time the Bundestag began considering
privacy legislation at the beginning of the 1970s, it was virtually impossible
to open a checking account without the financial institution first obtaining a
credit report from Schufa. The only major financial institution that did not
belong to Schufa was the Postbank. Although approximately 30,000 financial
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institutions, mail-order firms, department stores, and other retailers belonged
to Schufa, the actual decisions to grant or refuse credit were ultimately made
by individual merchants and lenders, so that the Schufa system can be better
characterized as totalizing, yet decentralized, rather than panoptic.

In postwar France, the involvement of commercial banks in the consumer
credit field served to block the development of a private consumer credit
reporting agency, while the relative informational self-sufficiency of these
institutions, and the correspondingly reduced need to exchange consumer
information, diminished the fervor with which these banks opposed privacy
legislation.24 By contrast, the involvement of banks in Germany seems to
have had the opposite effect. In its early years, credit reporting there had
been largely limited to blacklists maintained by individual trade associations.
In 1926, the leading commercial credit agencies had already pooled their
available information to establish a consumer credit reporting firm. However,
this firm was unable to convince the merchants and financial institutions with
which it did business to share information on their customers. The attendant
disproportion between the quality of the credit information that the company
provided and the cost of its reports led to the rapid collapse of the venture.

In Germany, the highly developed corporatist structures of the banking
sector and the willingness of the state to act as a bridge among these groups—
as evidenced in the Economics Ministry’s de facto blessing of Schufa at the
1953 conference—played a crucial role in overcoming the competitive pres-
sures that threatened to fragment any systematic credit reporting system. This
helped Schufa become an effective quasi-public provider of an important
collective good. One can only speculate that this dynamic also played an
important role in the founding of Schufa, whose early years are only sparsely
documented due to the loss of so many papers in World War II. On the other
side of the Rhine, however, the relative underdevelopment of consumer credit
sales and the absence of such coordination diminished both the incentive to
establish a private nationwide system of consumer credit reporting and the
capacity to do so. Today, the only nationwide credit registry in France is a
public registry of negative information maintained by the Bank of France,
and the limited availability of consumer credit information has combined
with restrictive privacy legislation to give consumer credit surveillance a very
different shape than in Germany.

Total Credit Information Awareness

Installment purchasing, like social insurance and the other risk-based strate-
gies for managing the social problems of the industrial world, was predicated
on the emergence of a population of regularly employed wage-earning
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“workers” capable of governing themselves by thinking in a providential man-
ner about the future. It is this optimistic view of the self-governing subject
that has underlain the belief that past financial behavior represents the most
accurate predictor of future repayment for consumers without substantial
property.

Schufa’s mission has always been twofold: to protect member firms from
credit risk and to protect consumers from excessive indebtedness, though
the latter goal has generally been little more than a means for achieving the
former. Schufa’s ultimate goal has been to bring light and legibility to the
dark, messy domain of consumer financial morality, and its basic strategy
for achieving this goal has been to leverage the information generated by
each of its individual member firms by acting as a clearinghouse to make
this information available to all other members. In contrast to much pre-
1970 credit reporting in the United States, Schufa has always reported only
“objective” information (though into the 1980s, it also reported steps that had
been taken by lenders to recover outstanding debts without noting whether
these debts had been disputed by the purchaser or confirmed by the courts).
Although detailed investigative reports might have permitted their users to
form a more textured picture of the applicant, such information would have
defied standardization and easy communication. In fact, the flow of informa-
tion through the Schufa system was facilitated by the development of a set of
standardized codes for describing the entire spectrum of financially relevant
behaviors.25

Schufa’s most important innovation was the development of an organi-
zational technology for collecting this information, classifying it, ensuring
that it was associated with the proper physical person, and then making
it available in a timely, controlled manner and in a usable form to those
lenders and merchants who were ultimately responsible for making credit
decisions. This technology was a self-acting mechanism in which the initial
act of inquiring into the creditworthiness of a prospective customer auto-
matically set in motion the process by which information was exchanged
and a credit dossier—which represented the virtual credit or financial iden-
tity of the individual—was established. In response to an initial inquiry
from a merchant or a financial institution, Schufa recorded the fact and
the purpose of the inquiry, while the agreement that member firms signed
with Schufa required them to promptly report either the amount and terms
of the credit granted (up to DM 20,000; after 1970, DM 30,000) or the
fact that the application was refused; if neither of these actions was reported,
the record of the inquiry was deleted after two months. Member firms were
also obligated to report any failure to adhere to the terms of the credit
agreement (including early repayment of the debt), and the absence of
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negative reports was taken to mean that the borrower was continuing to pay
on time.

This automatism was embodied in a special office or paperwork man-
agement technology that was designed by the founders of the organization
and that, in computerized form, continues to lie at the heart of the com-
pany. The core of the Schufa system was its archive, which was continuously
fed more and more information on more and more individuals from more
and more sources, so that the information on the credit-seeking population
became continuously more systematic, comprehensive, and finely grained.
This member-provided information was also supplemented by public record
information, such as bankruptcy declarations, garnishment proceedings, and
arrest warrants. The information collected in this manner was operationalized
by means of index cards, which ensured that every piece of incoming infor-
mation was assigned to the proper person, that no person had more than one
such “master” card, and that, therefore, all relevant information would be sys-
tematically revealed to the gaze of the Schufa employee as he or she responded
to a credit inquiry and added new information to the card. However, all of
this information would have been for naught if the individual had been able
to escape from his or her credit history simply by moving to a different town.
To police the geographical boundaries and internal comprehensiveness of its
surveillance system, Schufa maintained a tracking system that flagged any
debtor who tried to escape obligations by moving to a new location without
notifying creditors and who then attempted to apply for credit in a new place
of residence under his or her real name and date of birth.

The temporal dimension of the Schufa system was just as important as the
spatial one because the creditworthiness of a prospective customer was con-
stantly changing. The speed with which information was collected, classified,
and reported mattered because of the fear that “notorious swindlers” would
attempt to defraud the system by rapidly making credit purchases beyond
their means from a number of different merchants. This was one of the rea-
sons why the mere act of making a credit inquiry became one of the items
included on the credit report itself. In the 1920s, inquires had been made
by messengers sent to the Schufa office by member organizations, though
Schufa also made use of such modern technologies as pneumatic tubes, and
direct phone connections were maintained to some of the larger member
firms. In addition, even after the credit report was issued, Schufa continued
to surveil the consumer through a system of follow-up reports. These reports,
which contained any newly reported negative information on the borrower,
were automatically sent by Schufa to every member firm with whom the cus-
tomer still had an open contract at the time that this negative information
was received in the hope that such information would enable the merchant
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or lender to reevaluate his initial determination of creditworthiness and take
whatever actions were necessary to protect his financial interests. Conversely,
loans remained in the Schufa system as long as the borrower owed money, and
Schufa retained—for three additional years—a record of both repaid loans
and any negative information that had been reported.

By the end of the 1960s, Schufa’s surveillance capacity had to be rated
rather high.26 As noted above, Schufa held credit records on virtually every
head of household. Moreover, the increasing desirability of consumer credit
during the economic miracle, combined with the continued growth in the
number of member firms, created many points of contact between the Schufa
system and the consuming population. Each new encounter with each of
these contact points offered Schufa the opportunity to expand the amount
of relevant data that it held on the individual, to reassemble and reevaluate
this information, and to appropriately sanction poor risks by denying them
access to credit or taking steps to recover outstanding debts. Especially cru-
cial here were the extensive branch networks of the major regional banks,
which ensured that virtually anyone in regular employ in a large firm was
brought into the system via a payroll deposit account. In theory at least, new
information was recorded on the person’s master record card at the moment
when he or she applied for a loan, and this information could be disseminated
with equal rapidity to those responsible for actually making credit decisions.
On the other hand, there was always the possibility that incoming informa-
tion would be attached to the wrong person or that an outgoing credit report
would confuse one individual with another person who had similar or iden-
tical personal information. Nor was there any system for ensuring that public
record information was up to date. But the greatest weakness remained the
division of the country into regional Schufa organizations. Since a single man-
ual file containing more than 20 million records would have been completely
unworkable before the advent of the computer, there was no better alterna-
tive to regional decentralization—with all of the inefficiencies and loopholes
this entailed. This was one reason why Schufa had such high hopes that the
introduction of a national identity numbering system and the creation of a
computerized network linking the nation’s local population registries would
substantially enhance the efficiency of its own system.

Competing Rights and the Redefinition of Privacy
in the Computer Age

There had, of course, been critics of credit reporting since the establishment
of the first commercial credit reporting agencies.27 However, credit privacy
did not become an issue of widespread public concern until the late 1960s.



140 ● Larry Frohman

Although automation promised immense efficiency gains, it also raised new
questions as the principle of the unrestricted exchange of personal credit
information was confronted by an expanded conception of individual liber-
ties and growing concerns about personal privacy. This section will examine
the conflict between the competing rights to information and privacy as they
were mediated through the new conception of informational privacy.

In the 1950s and 1960s, privacy was understood in terms of different
“spheres” enjoying varying degrees of protection according to their relative
intimacy and sensitivity. Although the country’s Constitutional Court recog-
nized the existence of an “inviolable private domain for the development of
the individual personality” (unantastbarer Bereich privater Lebensgestaltung),28

jurists found it nearly impossible to develop a coherent account of the nature
and scope of this private sphere. This debate remained unresolved when, in
the second half of the 1960s, the underlying problematic was transformed
by the spread of computer databases and the development of a new concep-
tion of “informational privacy,” which emphasized less the intrinsic secrecy
or sensitivity of information than the context within which this information
was collected and the individual’s right to control these flows of personal
information.

One of the most systematic early analyses of the problem of personal pri-
vacy in the computer age came from Ulrich Seidel.29 Drawing on the work
of the American legal scholar Alan Westin,30 Seidel argued for a fundamental
rethinking of the concept of privacy and for a much more expansive indi-
vidual right to control the collection and use of personal information. His
arguments were based on a specific understanding of the ways in which
the original meaning of personal information was distorted by computer
databases, which abstracted this information from its original context, linked
together discrete pieces of personal information into an integrated, but
extremely problematic “profile” of the individual, and then instantaneously
disseminated this information to other persons, who could then use it for
purposes that might be entirely different from that for which it had origi-
nally been collected. Things had been different in the past, when information
had been collected by hand and held in paper form. Information that was
collected by government agencies remained to a greater or lesser degree the
property of that agency and was only made available to other agencies on
the basis of a case-by-case evaluation of the needs of the office requesting the
data. In contrast, the proposed creation of an automated, integrated national
population information system, which was to become the model for the inte-
grated processing of personal information within the public sector, was based
on the principle that personal information should be collected only once and
then be made available in up-to-date form on an as-needed basis to all other
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users. No matter whether in the public or the private sectors, such integrated
information systems rendered the individual more transparent to those who
controlled this information and thus increased the power of the latter over
the former.

Seidel’s argument was that such integrated databases removed informa-
tion from the control of its original owners, who had to some degree ensured
that the requesting agency had a legitimate need for the information and
that the context and meaning that had inhered in the act of collecting it
was not completely lost in the process of its dissemination. The essential
point for Seidel was “that the person who originally collected the informa-
tion ceases to exercise personal control over these secrets, and his protection is
superseded by a shimmering spectrum of interests . . . These data collections
[then] lead a certain independent existence.”31 The task of privacy protec-
tion legislation was, therefore, to compensate for the loss of the “natural”
safeguards resulting from this bureaucratic compartmentalization. Such pro-
tection was all the more necessary in view of the fact that it was only possible
to speak of meaningful consent to the collection of information if this consent
took place in a concrete context in which the individual could understand
the possible uses to which this information would be put, something that
was rendered impossible by the infinite contextual displacement inherent in
multifunctional databases.

Existing law did not penalize the collection of protected information,
but only its subsequent publication or dissemination, and the law placed no
restrictions on the publication of information that did not enjoy special pro-
tection. However, their understanding of the impact of computerization led
Seidel and others to argue that, since all information bearing on the personal
circumstances of an identifiable individual was always potentially harmful
to the individual, the traditional logic of privacy would have to be reversed
and the exception would have to become the rule. Rather than permitting
the collection, storage, combination, and dissemination of all knowledge that
did not enjoy special protection, this new conception of informational pri-
vacy was based on the principle that all personal information was deserving
of protection and that, therefore, the individual should be accorded a much
more expansive right to control its collection and subsequent use.

These arguments on behalf of informational privacy did not go unchal-
lenged. The most sophisticated defense of the right to information in the
credit sector came from the jurists Klaus Tiedemann and Christoph Sasse.32

Although the state had developed a number of mechanisms (bankruptcy leg-
islation, mediation procedures, etc.) for remedying the losses caused by credit
defaults, Tiedemann and Sasse argued that the state was incapable of tak-
ing steps to prevent such defaults without imposing disclosure and regulatory



142 ● Larry Frohman

requirements that were inconsistent with the principles of a free-market soci-
ety. This meant that, in a society in which the individual was in principle
free to pursue his or her own well-understood interests and where the state
intervened only at the global level to regulate the operation of the market, the
only alternative to the forced revelation of relevant personal information was
to guarantee the right of individual entrepreneurs to gather the information
that they needed to make well-informed credit decisions. Credit reporting
agencies represented a mechanism for the collective exercise of this funda-
mental individual right, a mechanism that enhanced the allocative efficiency
of the market by making it possible for merchants and lenders to obtain better
information than they could on their own and to do so at less cost.

Tiedemann and Sasse coupled this argument on behalf of the right to
information with a critique of the concept of informational privacy, which,
they insisted, was no more coherent than the sphere theory that it claimed
to replace. If one denied lenders the right to collect and exchange personal
information (other than that information culled from publicly accessible
sources), then any and all information of potential relevance for credit deci-
sions would be sucked into the black hole of informational privacy, leaving
only a residuum of purely factual or statistical data that lacked all predictive
power. In such a night in which all cows were black and all personal infor-
mation private, it would, they claimed, be impossible to distinguish between
legitimate and illegitimate privacy interests or to apply such a distinction to
real-world problems. As a result, businesses would be prohibited from collect-
ing a substantial amount of information that could be related to a particular
individual, but that could not, by any reasonable standards, be considered
intimate, secret, or private.

These arguments were based on the belief that it was, in fact, possible to
distinguish between that economic information whose unrestricted exchange
was essential to the efficient functioning of the market and the purely personal
information of the borrower, which could remain private precisely because
of its irrelevance to credit decisions. While the proponents of informational
privacy tended to regard most financial information as one dimension of
personal information, Tiedemann and Sasse inverted this reasoning, argu-
ing instead that “business-related information for commercial needs is, even
when it is related to the personal circumstances of the owner or other persons
closely connected to the fortunes of the company, different in purpose and
extent from information on the private lives of these persons, even though it
may partially overlap with this information.”33

Although Tiedemann and Sasse praised the American Fair Credit Report-
ing Act for specifically allowing the collection of the kinds of data they
deemed necessary, they also argued that Germany did not need the extensive
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privacy protection guarantees contained in either the Fair Credit Report-
ing Act or the BDSG, because Germans did not need to be protected from
intrusive, American-style credit reporting. For one thing, German consumers
relied on credit to a much lesser degree than their American counterparts,
who, Tiedemann and Sasse claimed, were more likely to use such credit to
support a more spendthrift lifestyle. On top of that, the greater mobility of
Americans, together with the absence of both a centralized, nationwide credit
surveillance system such as Schufa and a national population registry system,
which would have enabled creditors to keep track of the movement of indi-
viduals so as to enforce their contractual responsibilities, meant that credit
reporting agencies had to dig much more deeply into the private lives of
American consumers than was the case in Germany.34

Though the arguments of Tiedemann and Sasse represented an incisive
critique of the idea of informational privacy, they suffered from their own
problems. In addition to overlooking the disciplinary effects of information
collection, their arguments were much more plausible with regard to com-
mercial credit reporting, which was the primary focus of their work, than
the consumer field, where the fact that credit decisions were based on assess-
ments of how families would husband their income, rather than on audited
financial statements, made it more difficult to distinguish between personal
and financial information. Moreover, the absence of any objective criteria
for distinguishing between financial and personal information meant that
the claim that almost any piece of information could, in one context or
another, shed light on the creditworthiness of the individual tended to col-
lapse the latter into the former—exactly as privacy advocates feared and just
as business argued should be the case. And the belief that credit reporting
agencies represented the only means of reducing credit risk in a manner con-
sistent with the principles of the free-market economy led Tiedemann and
Sasse to overlook the competing interests of lenders and borrowers in the
market itself.

Schufa’s commitment to the right to information and the generalized
exchange of information within the credit sector was institutionalized in two
ways. On the one hand, member firms were obligated to report all credit
transactions to a neutral, third-party clearinghouse (Schufa) that had no con-
tractual relationship with the consumer. On the other hand, the Schufa
reporting system automatically made the credit information held by one
member firm available to every other member organization, while allow-
ing that member, in turn, to benefit from the collective knowledge of the
other members. Although such a system may have been well suited for wag-
ing a war on economic contingency, the underlying logic of prevention and
transparency represented the antithesis of informational self-determination.
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Negotiating the Boundaries of Privacy

Giving the individual an unrestricted right to control the use of his or her
personal information would have meant that credit reporting agencies would
have had to obtain the consent of the individual in order to collect and
exchange credit information pertaining to him or her. Such a policy would
have rendered credit reporting least effective in precisely those instances where
such information would have been most valuable. In response, the represen-
tatives of the banking, insurance, and credit reporting industries, which all
shared a common desire to prevent fraud, argued that, in a liberal society,
individuals enjoyed a right to information and free speech that was no less
fundamental than the right to privacy. They also insisted that this right to
information trumped the right to privacy not only because the unrestricted
exchange of personal information was necessary to secure the collective inter-
est of the community in an efficiently functioning economy, but also because
there could be no such thing as a “legitimate” privacy interest in the domain
of consumer credit.

In the debates leading to the passage of the BDSG in December 1976,
business groups alternated between challenging the federal government’s
competence to regulate data processing in the private sector and insisting that
such regulations would be both costly and unnecessary, because the compet-
itive self-interest of individual firms and the lack of the sovereign power to
compel individuals to reveal personal information ensured that information
collection in the private sector could never be as intrusive as it was in the
public sector.35 These claims were coupled with the argument that the gen-
eralized exchange of personal information in the credit and insurance sectors
served the vital interests of both the public and individual lenders by reduc-
ing credit risk and cost. To reinforce this point, the federal office charged
with regulating the credit sector argued that the information flow among the
country’s credit institutions had to be as organic and indivisible as the credit
sector itself. It even proposed that the Bundestag insert a blanket clause into
the BDSG stating that “a legitimate interest in blocking the reporting of per-
sonal information does not exist when this information . . . is communicated
in order to prevent credit losses or combat white-collar crime,” a problem that
was also the object of public debate at this time.36 All of this would, of course,
be easy to achieve if the law were not extended to the nebulous domain of
“personal information,” but rather restricted, as Tiedemann and Sasse had
argued, to “details concerning the personal or material (sachliche) circum-
stances of a specific or specifiable natural person insofar as these [did] not
pertain to the commercial activity of the person as a businessman.”37 Accord-
ing to the umbrella organization representing Schufa and the installment
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finance banks, however, the fundamental problem with the draft—one that
flowed from its underlying commitment to informational privacy—was that
“only the privacy interests of the individual are emphasized, while the draft
does not recognize the interests of business in the collection and exchange of
information as being of equal importance.”38

If in the domain of consumer protection legislation Germany opted for
what Gunnar Trumbull has called an information model, which was based on
the assumption that consumer citizens would make wise decisions concerning
quality, safety, and price if provided with adequate information, rather than
a protection model, which was based on the belief that citizens had a right to
be protected from dangerous or low-quality products, German privacy legisla-
tion hewed much closer to the latter.39 This policy was certainly based, at least
in part, on the limited understanding of computers and electronic data pro-
cessing on the part of the public, though the retention of this principle after
the advent of the first natively digital generation points to the role of more
deeply rooted cultural ideas about privacy that cannot be addressed here.

The BDSG was based on a blanket prohibition (§3) on the storage and
processing of personal information except where specifically permitted by
law or where the individual had given informed consent. Though the law
included numerous provisions designed to ensure that the individual citizen
would be better able to understand the precise uses to which his or her infor-
mation would be put and thus in a better position to give such consent, the
basic assumption underlying the law was that the unrestricted processing of
personal information was potentially so harmful and the new technology so
opaque that individuals had to be protected from consequences that they
could not reasonably be expected to foresee or understand. On the other
hand, though, the law did recognize that other individuals and the commu-
nity as a whole also had a legitimate interest in the collection of personal
information, and the text included a number of formulations—“legitimate
privacy interests of the individual,” “the legitimate interests of those who
request or receive information from others,” “the preponderant legitimate
interests” of the individual or of third parties—through which lawmakers
sought to balance the interests of these different parties.40

From the very beginning, regulators and state and federal privacy commis-
sioners considered Schufa to be one of the most egregious offenders against
the new law. Despite the numerous references to credit reporting during the
drafting of the BDSG, Schufa initially claimed that it was exempt from the
law because most of its files were held in paper rather than electronic form.
The company also insisted that the individual member firms were the stor-
age and processing offices in the sense of the BDSG and that, therefore, they
alone were responsible for ensuring the accuracy of the information reported
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by Schufa. These claims flew in the face of the stated purpose of the law, and
state regulators quickly ruled against Schufa on both issues.

Almost everyone involved in the drafting of the BDSG felt that, in its
original form, the law did not adequately protect individual rights, and nego-
tiations on revising the law began almost immediately after its passage. One
point of particular contention was the fact that, although the BDSG had
given individual consumers the right to see the information contained in
their credit reports, lenders and merchants were not obligated to explain
which individual pieces of information figured into a credit decision or how.
To counterbalance this asymmetry, legislators considered modifying the law
in one of two ways. Either the law would have to ensure that individuals
would suffer no disadvantages for refusing to consent to the reporting of
personal information, or it would have to require that lenders reveal the
information on which negative decisions were based and then justify those
decisions. Businesses, of course, regarded such proposals as completely unac-
ceptable. Not only would such a policy have forced them to reveal both
confidential sources of information, which they feared would dry up in the
light of such publicity, and proprietary information on business strategy. Giv-
ing state regulators the authority to review negative decisions and reverse
them if they were deemed unreasonable or discriminatory would, lenders and
merchants argued, have deprived them of control over their own property
and instituted a “right to credit” that would have amounted to nothing less
than a form of informational communism.41

But regulatory and judicial efforts to determine the concrete meaning
of the law revolved around two issues in particular: the meaning of “legiti-
mate interest” and the role of consent, both of which were crucial to Schufa’s
heretofore uncontested freedom to determine what personal information was
relevant to credit decisions and then to collect this information. Schufa’s
member firms had long included in their basic customer contracts a pro-
vision explaining that, in connection with either a credit application or an
application for a bank account with credit privileges,42 they would report to
Schufa the personal information of the credit consumer or account holder.
These institutions insisted that this clause was included merely for informa-
tional purposes and that they did not have to ask consent to report this data to
Schufa. In contrast, regulators argued that, although the member firms were
permitted to collect personal information on the buyer or borrower because
of their contractual relationship with the person, Schufa had to be treated
like a third party. This meant that these institutions could report informa-
tion to Schufa only if one of two conditions were met: (1) the borrower gave
informed consent or (2) if the recipient had a legitimate interest in receiving
(or the provider had a legitimate interest in disseminating) such information
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(which was arguably the case) and if the reporting of such interest did not
violate the legitimate privacy interests of the borrower (which was much less
clear). Regulators and privacy commissioners insisted that, in view of its sen-
sitivity, the reporting of credit information to a third party would almost
always entail a violation of the person’s privacy rights under the BDSG, and
they regarded the existing version of the “Schufa clause” as an obfuscatory
attempt to deprive consumers of the rights guaranteed by the law.

In response, Schufa and its member organizations sought to interpret the
idea of legitimate interest so as to read an unrestricted right to information
into a law ostensibly designed to protect personal information. Although the
banks maintained that the informational rights and needs of the credit sector,
as represented through Schufa, were intrinsically legitimate, they conceded
that, in theory at least, these rights would have to be weighed against the
privacy rights of the borrower. In practice, however, things worked quite dif-
ferently. On the one hand, the banks claimed that it was impossible to balance
the concrete interests of the credit sector and the merely theoretical privacy
interests of the individual borrower. On the other hand, whenever financial
institutions looked at the concrete information available to them and weighed
their interest in preventing fraud and default against the borrower’s interest
in not revealing any derogatory information, these institutions insisted that
the potential borrower’s privacy interest could not be considered legitimate,
because, if asked, borrowers were legally required to disclose whether there
were outstanding obligations or other factors that might negatively affect their
ability to repay their debts. In other words, from the creditors’ perspective,
privacy could never be anything other than a cover for fraudulent intent (or,
to use the German slogan, Datenschutz ist Tatenschutz).43

These efforts to negotiate the boundaries of privacy were unsuccessful, and
it ultimately fell to the courts to strike a balance between the competing rights
to information and privacy in the credit sector. In 1985, the country’s high-
est appellate court for civil and criminal cases ruled that the Schufa system
violated the BDSG in numerous respects. The court found that (1) the blan-
ket permission granted by the Schufa clause then in use to report unspecified
client information precluded informed consent on the part of the borrower
and that, (2) by making the clause an integral part of account agreements in a
way that predicated the right to open a bank account on relinquishing privacy
rights guaranteed by the BDSG, Schufa’s member firms were engaging in an
unfair business practice. The court then laid out the conditions that would
have to be met for the Schufa system to conform to the requirements of the
BDSG: personal information could only be reported to third parties based on
a balancing of interests in each individual case; Schufa would have to make
sure that the information contained in credit reports provided a complete,
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accurate, and up-to-date picture of the creditworthiness of the person (even
if this required the reporting of more, not less, information); and reports
could only be provided to those member firms that had a legitimate interest
in such information.44

The Changing Face of Informational Power in the Credit Sector

Although the 1985 court ruling forced Schufa to retreat from some of its
more expansive claims regarding the right to information and to make cor-
responding changes in the operation of its credit surveillance system, the
decision did not represent an unqualified endorsement of the competing
principle of informational privacy. Rather, it coupled an explicit recogni-
tion that a broad constitutionally guaranteed right to information was the
key to protecting both individual and collective interests in diminishing
credit risk and ensuring the smooth functioning of the market economy
with a set of procedural safeguards that institutionalized the principle that all
personal information could be—depending on context—deserving of protec-
tion. In so doing, it ratified the extensively regulated exchange of consumer
credit information through the Schufa clearinghouse.45 The limits of this
complex compromise were condensed in one simple fact: merchants and
lenders henceforth had to secure informed consent in order to report or
collect customer information through Schufa, though they remained free to
refuse to open credit accounts or make credit sales to anyone who declined
to consent to this exchange of information. Although the court might have
imposed more stringent standards on Schufa, it is hard to imagine how it
could have ruled otherwise without sharply circumscribing the fundamental
liberal rights to information and property. These marginal constraints on the
ability of Schufa to follow the logic of its surveillance system to the bitter
end may have permitted the survival of some degree of credit risk that might
otherwise have been eradicated by a more totalizing apparatus. However, the
economic costs resulting from this choice may also be the price that West
Germany had to pay to escape from the peculiarly dystopian consequences of
an unfettered right to information.

But, as Hegel wrote, the owl of Minerva only takes flight at night, and
these issues were being debated at the very moment when social and tech-
nological developments were changing the ways in which personal credit
information was being collected and used. By the end of the 1960s, the entire
financial sector was drowning in paper, and the only hope seemed to lie in
office automation.46 Consumers increasingly relied on electronic funds trans-
fers, and, although debit cards substantially outnumbered credit cards, both
kinds of cards generated electronic paper trails. Schufa’s manual information
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system had already become a serious bottleneck for those financial institutions
that had the capacity to make electronic inquiries, and in the early 1970s, the
organization began a halting move toward automation, which was only com-
pleted a decade later.47 All of this meant that the amount of personal credit
information held in digital form was greater than ever before—and growing at
an exponential rate. These developments were to have important unintended,
yet paradigm-shaping consequences.

For years, merchants and financial institutions had used more or less
sophisticated point systems to rate or quantify the creditworthiness of poten-
tial customers. Such algorithms gave them a rough handle on ability to pay,
willingness to pay, and the likelihood that the person could be sanctioned for
failing to live up to contractual obligations. But the combination of afford-
able computing power and a constantly expanding store of digitized historical
transactional data made it possible for financial institutions to approach the
question of credit risk in new ways by applying sophisticated statistical meth-
ods to determine which factors were the best predictors of credit performance
and then, on this basis, adopting those credit scoring or rating techniques
that had been pioneered in the United States in the 1960s. This probabilis-
tic turn involved accepting the idea that slow payment, default, and fraud
were less sins to be extirpated on an individual basis than an inherent risk
of doing business and then shifting focus from the financial morality of the
individual to the risk profile of the population. This shift on the part of credit
managers—the social therapists of the market domain—from attempting to
plumb the depths of the applicant’s soul to calculating the probability of
repayment (and the profit or loss associated therewith) had its parallel in the
decline of clinical decision making elsewhere in the social domain.48 Although
the initial goal was to maximize profit by discovering the most powerful set of
discriminant criteria that would enable the institution to extend credit to the
maximal number of good risks while at the same time minimizing the number
of poor risks, lenders soon moved on to the disaggregation of the population
into increasingly more finely grained risk groups, so that they could lend at
rates and conditions that were appropriate to their respective risk profiles.
This meant that lending or selling to poor credit risks could be profitable if
such transactions were priced correctly.49

In chapter 10, Silke Meyer argues that creditworthiness should be under-
stood more as a social than an economic phenomenon. She goes on to suggest
that the recent explosion in the number of personal bankruptcies in Germany
reflects the breakdown of the reciprocal social bonds between borrower and
lender. This trend, she argues, is reflected in both the growing number of
instant lenders who are no longer concerned about substantiating the finan-
cial reputations of prospective borrowers and a more casual, less morally laden
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attitude toward default on the part of the latter. Accordingly, Meyer interprets
recent credit legislation as an attempt to repair the torn social bonds that
have allowed the credit industry to spiral out of control in recent years. But
how accurate is this reading of recent German credit legislation as a morality
tale? In the aftermath of the turn to statistically based credit scoring, lenders
have been less concerned with the moral depths of each individual borrower
than with his or her actual behavior, the risk profile of the (sub)population
to which the person belongs, and the proper calibration of risk and return
in their loan portfolios, with individual defaults being viewed as a normal
cost of doing business rather than as an original sin eating away at the moral
fiber of the community. Without a change in the credit industry’s underly-
ing actuarial technologies, it is difficult to see how the reforms described by
Meyer will succeed in restoring the sense of reciprocal moral obligations that
underlay older notions of trust and creditworthiness.

The same accumulation of electronic transactional information that made
possible this paradigm shift in consumer credit reporting and scoring had a
similar impact on the related fields of market research and advertising. Here,
the ability to more efficiently target ever more finely differentiated segments
of the consuming population, and then to mobilize them behind a brand
identity, depended on both the collection of vast quantities of personal infor-
mation through the use of new technologies (point-of-sale tracking [via bar
codes], Internet tracking, and electronic processing of credit card purchases,
for example) and the development of the statistical techniques and computing
power needed to mine this data.50

The success of both of these ventures rests on the development of digitized
credit surveillance systems. But these developments also intensify the trend
noted in the introduction to disaggregate the individual into an infinitude
of descriptive characteristics that can be virtually reassembled in constantly
changing combinations by those who hold this knowledge. Through this pro-
cess, the individual becomes, to speak with Deleuze, a “dividual” or, to be
more precise, a plurality of “dividuals.”51 Although this predictive analytics
may empower us by pointing us toward a new fashion trend or recommend-
ing that we buy a book about which we may otherwise not have known, it
also gives other people the capacity to single us out for different forms of
special treatment as risks to the health, security, or productivity of the com-
munity, all depending on how well our virtual credit identity corresponds to
the risk profile being employed. In such a world, it is both more important
and more difficult for the individual to grasp who knows what about him or
her and how this information is being used in what context, and the question
remains no less urgent today than it was in the first round of debates over
privacy, information, and consumer credit reporting in the 1970s.
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CHAPTER 7

Banking on Consumer Credit:
Explaining Patterns of Household
Borrowing in the United States

and France∗

Gunnar Trumbull

Americans are famous borrowers. In 2007, household nonmortgage
debt averaged 25 percent of disposable income, and 60 percent of
households were in debt. If we include equity extracted from hous-

ing to make consumer purchases or pay down existing consumer debt,
nonmortgage consumer indebtedness rises to 33 percent of disposable income
for the same year. Nor was this pattern of indebtedness new. In 1980, at the
threshold of financial deregulation, nonmortgage debt averaged 17 percent
of disposable income. Why have American households relied so heavily on
consumer credit? Two explanations have been proposed. On the one hand,
financial liberalization beginning in the late 1970s freed financial markets to
supply unmet demand for household credit. On the other hand, innovations
in credit rating and risk assessment allowed lenders to overcome the adverse
selection problem associated with risky borrowers. While both factors are
probably important, they miss a critical feature that distinguished the U.S.
credit market from those in most other advanced industrialized countries,
namely, the early embrace of consumer lending by commercial banks.

To isolate the sources of American difference, I compare U.S. consumer
lending practices with those in France, which has had low levels of household
borrowing. From the early 1980s to 2005, French households’ nonmortgage
debt rose from just 3 percent of disposable income to a peak of 18 per-
cent in 2005. France went through many of the same transformations that
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Table 7.1 Household debt as a share of disposable income, 1980–2005

Nonmortgage debt (%) Total personal debt (%)

1980 1991 2005 1980 1991 2005

United States 17 22 26 70 98 135
France 3 8 18 30 40 64

Source: For the United States, household debt data are from the Federal Reserve Board’s Flow
of Funds Accounts, and disposable income data are from the Bureau of Economic Analysis; for
France, household debt data are from the Observatoire de l’endettement des ménages, Fédération
bancaire française.

characterized the U.S. market during this period. Between 1984 and 1987,
French financial markets were dramatically deregulated. Quantitative restric-
tions on credit extension were removed, and French lenders rapidly expanded
consumer lending. And, like American lenders, French lenders adopted new
technologies that allowed them to evaluate and manage credit risk. By the
late 1990s, the French lender Cetelem was the largest consumer lender in
Europe. Yet French households never relied on credit to the extent that their
American counterparts did. I argue that national differences trace their roots
to the structure of the financial sector, and, in particular, the role of commer-
cial banks in U.S. consumer lending. The large number of small unit banks
in the United States, together with regulations restricting price competition
for deposits, led banks in the 1950s and 1960s to use credit to court new
business (table 7.1).

Consumer lending for much of the postwar period was largely unprof-
itable. Until the mid-1970s, retailers who offered goods on credit typically
lost money on the credit component of the sale. Banks that launched credit
cards barely broke even. These banks offered credit for a different reason:
to attract customers. Given restrictions (Regulation Q) on the interest they
could offer on deposits, consumer credit, especially a revolving credit account,
was a relatively cheap way to attract new customers. Similarly, the growth
and consolidation of local and regional retailers into national chains led
them to extend consumer credit on favorable terms to attract new customers.
Americans became accustomed to buying on credit at a time when the small
size of consumer loans made them largely unprofitable for lenders. In partic-
ular, American banks and retailers linked credit card payments to revolving
credit facilities that allowed consumers to enjoy a flexible repayment schedule
for even small purchases.

In France, where commercial banks were preoccupied with financing
industrial development and retailers did not have sufficient scale to offer their
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own credit, dedicated consumer finance companies emerged to offer personal
and sales credit. Unable to subsidize their loans from other lines of business,
these lenders emphasized raising revenues and reducing costs. Until the early
1970s, retail clients helped to subsidize credit purchases by accepting delayed
payment and shared responsibility in case of nonpayment. Consumer lenders
also focused intensively on reducing administrative costs. This sensitivity cost
led them to eschew the kinds of revolving credit accounts that became the
norm in the United States beginning in the 1950s. The lack of commer-
cial bank lending and revolving credit cards proved consequential. Dedicated
consumer lenders continued to be viewed with skepticism; commercial banks
had little interest in supporting liberalization; and consumers never came to
associate card payments with a revolving credit facility. After a brief experi-
ment with liberalization in the 1980s, French regulators stepped back in to
reregulate the market.

The Limits of Market Failure

The most common accounts of national patterns of credit extension focus
on the role of institutions in overcoming market failures associated with
making consumer loans. The core challenge, identified by Joseph Stiglitz
and Andrew Weiss in 1981, was repayment.1 In the absence of additional
information, lenders could not distinguish between borrowers who agreed to
higher interest rates because their loans were genuinely more risky and those
who accepted higher interest rates because they did not intend to repay. Insti-
tutions that helped to overcome this market failure should therefore promote
more lending. Economists have emphasized the role of information sharing
and legal enforcement in supporting higher lending and lower nonpayment
rates, and cross-national studies appear to confirm the relationship.2 Innova-
tions in microfinance were grounded in the ability of informal social pressure
to ensure loan repayment. For lenders in France and the United States, how-
ever, repayment was not the primary obstacle to making consumer loans
profitably.

Lenders in both countries were already focused on the creditworthiness of
their borrowers. In the United States, an informal network of thousands of
local commercial and nonprofit credit bureaus existed by the 1950s to address
the information needs of lenders. These bureaus tracked the repayment expe-
riences of existing residents, investigated the credit histories of new residents,
and collected fees from retailers and banks who sought access to this informa-
tion. Any new loan was preceded by a call to the local credit bureau. By the
late 1960s, these offices were consolidating into large regional networks of
credit rating bureaus. In 1970, Retail Credit Company of Atlanta, Georgia
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(later Equifax), announced plans to computerize the 45 million records in its
credit rating database. In the same year, Fair Isaac developed its first formula
for standardized, automated credit scoring. These developments made the
United States a world leader in consumer credit rating. By the 1990s, credit
card companies relied on mailing lists purchased from credit rating agencies
to target customers with offers customized to their specific credit profiles.

France never developed this sort of credit rating service for three reasons.
First, French consumer lenders relied heavily on retailers to assess the credit
quality of potential borrowers. They did offer loans directly, but only after
a consumer had successfully repaid a loan provided via a trusted retailer.
Successful lenders became good at choosing retail affiliates who made good
judgments about customers’ likely willingness and ability to repay. Second,
France had relatively few lenders. In the late 1950s, when 13,000 consumer
lenders had registered in the United States, France had fewer than a hundred
registered consumer finance companies. The largest of these, organized in the
informal Einstein Club, began in 1974 to share nonpayment records with
each other via microfiche. Third, France’s banks objected to the creation of
a centralized database of positive (“white”) credit data on the grounds that it
would allow nonbank consumer finance companies to poach their longtime
clients. Under the banks’ influence, France’s powerful data privacy authority
(CNIL) decreed that the collection of a positive credit registry constituted an
infringement of personal data privacy.

If French lenders enjoyed less access to accurate consumer payments infor-
mation, the legal environment for enforcing consumer debt contracts in
France was more conducive to securing repayment. In the United States,
the bankruptcy reform act of 1978 provided consumers access to personal
bankruptcy with full discharge of debts. Consumer lenders received a share
of any liquidated assets, but no more. In France, debt contracts were strictly
enforced, with virtually no means for households to evade them. The first
provision for personal bankruptcy, introduced in 1989, emphasized debt
renegotiation. Only with reforms in 2003 did French debtors gain access
to the sort of automatic discharge that American debtors had long enjoyed.
Indeed, it seems likely that the strict enforcement of debt contracts in France
might have reduced consumer demand for credit. In any case, the actual
repayment experience of French and American lenders was similar: in each
case fewer than 1 percent of loans faced nonpayment problems.

The French lag also seems not to reflect any particular technical or
innovative deficiency in the financial sector. Historically, the cross-border dif-
fusion of lending innovations has been surprisingly rapid. Indeed, the early
American consumer lenders learned how to make small loans mainly from
France. Provident loan societies set up in the 1910s to offer charitable pawn
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loans were modeled on the French Monts de Piété.3 Credit unions introduced
in 1909 were based on the French Crédit Mutuel. And the first commer-
cially successful consumer lending banks, the so-called Morris Plan industrial
banks, were inspired by the small loan success of Crédit Lyonnais. Soon
after World War II, lending know-how was flowing in the opposite direc-
tion. Bankers from around the world were visiting the United States in the
1950s to track developments in the small loans and credit card sector. French
bankers made repeated study trips of this kind in the 1950s and 1960s. These
visits meant that most U.S. innovations were quickly emulated in Europe.
Credit cards began with an explicitly international focus. The earliest of
these, the Universal Air Travel Plan (UATP) launched in 1947 by the Interna-
tional Air Transport Association, was accepted by seventy-two airlines around
the world.4 The first general-purpose travel and leisure cards, Diners’ Club
and American Express, were also international in their orientation. Diners’
Club was launched in 1950 in the United States; its French-owned affiliate
opened for business just four years later, in 1954. The American Express card
launched in 1958 in the United States and in 1961 in France.

From these early experiments with credit cards, European lenders took
their cues on consumer lending technology from developments in the United
States. There, J. C. Penney became the first lender to use automated account
management when they purchased four IBM 1400 machines in 1962; in
France, Cetelem installed two of the same computers the very next year.
Computerization began a process that would eventually transform consumer
lending in both countries. U.S. lenders were aggressive in embracing tech-
nology. From the early 1970s, J. C. Penney’s management made substantial
investments to improve operations and lower costs. In 1974, they leased
7,000 sales credit communications terminals and eleven System 4000 com-
puters from TRW. In 1975, they completed a nationwide Interconnect
System that enabled instant credit authorization from any of the stores, and in
1977, they deployed new statistical risk-evaluation systems at each of their 22
regional credit offices. These systems were expected to increase credit appli-
cation approval rates by 18 percent.5 Increasing automation continued when
they installed IBM remittance processing equipment in 1978.

Cetelem similarly focused on investments in new technology. Its presi-
dent, Pierre Boucher, acknowledged, “Computers . . . constitute the hard core
of our strategy.”6 The first IBM machines were replaced in 1973 with the
IBM 370/145, which was forty times more powerful than the two 1401
machines combined. In 1984, they upgraded to an IBM 3081, again the lat-
est computer technology. Computers allowed the company to take advantage
of telecommunications. In 1974, Cetelem installed an internal data network
called Transpac that connected all of the roughly 200 Cetelem offices and
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agencies around France. In 1980, they began making real-time approvals over
the network, and by 1981, all approvals were made over Transpac. In 1983,
loan approval times were brought below one minute. By 1984, 3,000 affil-
iated retailers were connected directly to the Cetelem network via France’s
early public teletex network, Minitel. As one prominent French lender later
acknowledged, nearly every credit innovation in France had been directly
borrowed from lender innovations in the United States.

Technology and Profitability

The new computer and telecommunications capabilities transformed the eco-
nomic logic of the sector. By lowering the administrative cost of setting up
and maintaining new loan accounts, computerization lowered the threshold
for profitable lending. By the 1980s, even small loans could be managed
profitably. With automated account tracking and billing, lenders were able
to identify late accounts and send automated reminders. For example, this
system of prompt and frequent reminders allowed Cetelem to reduce late
repayment rates (cases that went to the “contentious” collections department)
from 4 to 1 percent. Prior to computerization, consumer loans had been
supported by payments from retailers. J. C. Penney’s lending business was
continuously subsidized from its formation in 1958 until the first year in
which it made a profit, 1975.7 (See figure 7.1.) Likewise, Cetelem’s balance
sheet showed a net inflow of payments from retailers until 1982, when the
payments reversed direction, as Cetelem began offering retailers enticements
to provide Cetelem credit to their customers. The new efficiency brought
profitability, and that profitability made consumer lending an important busi-
ness activity in its own right. Within J. C. Penney, the consumer credit
division moved in 1975 from a cost center to a profit center, with its own
marketing budget.

Financial data from Cetelem’s Historical Archive allow us to trace how the
costs of lending changed over time. Table 7.2 breaks down the total interest
charged on a loan into its cost components. Especially notable was the dom-
inant role of administration and interest payments, as well as the relatively
low cost of provisions for nonpayment. The significant increase in the cost of
capital from 1960 to 1986 was almost entirely offset by lower administration
costs and a reduction in government taxes. The single most important factor
in rising profitability was the reduction in administrative costs. From 1973
to 1992, the costs of administering a loan were cut in half. Computerization
played a core role in this development.

If technology transformed the economics of consumer lending in the
1970s and 1980s, so too did new insights into consumer preferences. For
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Figure 7.1 J. C. Penney charge card operations, net earnings, 1969–82

Table 7.2 Cost components of Cetelem loans, 1960–92

1960 (%) 1973 (%) 1986 (%) 1992 (%)

Consumer lending rate 18.7 19.2 18.8 17.6
Breakdown of costs

Administration 7.0 7.0 5.1 3.8
Interest 6.0 9.4 10.3 8.8
Provision for nonpayment 0.7 0.8 1 1.9
Tax 4.5 1.0 1.2 1.0
Profit 0.8 1.0 1.2 2.1

Source: “Des Tarifs pratiqués dans la vente a crédit des biens de consommation durables,” Revue
du Centre d’Information et d’Etude du Crédit, no. 3 (October 1962); Michel Renault, “La Vente
a Crédit s’acclimate en France,” Le Monde, November 29, 1962; BNPP CHA, “La finance et la
trésorerie,” à Découvert, no. 9, June 1973, 6; CHA, Pascal Bonnet, “Tenir nos taux,” Nous, no. 2,
June–July 1987, 10–11; CHA, Nous Avons 40 Ans, April 1993, 25.

France’s lenders, the high inflation period from the late 1970s to the early
1980s proved formative. Through the steep fluctuations in interest rates that
the inflationary shock demanded, lenders learned that consumer demand for
credit was highly insensitive to price. Not only did consumers not seem to
care about nominal interest rates, but they also appeared indifferent to real
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Figure 7.2 Nominal and real consumer lending rates in France, 1979–86
Source: Philipppe Manière, “Les constructeurs auto ‘bradent’ leurs prêts,” Quotidien de Paris, April 30, 1986.

interest rates. The first lesson came from the run-up of inflation in the late
1970s. After significant bouts during the 1970s, inflation in France briefly
touched 20 percent in mid-1981. In order to maintain reasonable real inter-
est rates, consumer finance companies pushed their consumer loan rates to
almost 30 percent. At first they did not know how borrowers would respond.
They had long assumed that 25 percent represented a psychological ceiling
for borrowers. Yet as this barrier was passed, the head of the Association of
French Finance Establishments (APEF) recalled concluding that “30% per
year could be adopted without significant consequences . . . ”8 As the crisis
deepened, loan applications actually increased (figure 7.2).

The second lesson came with the decline in inflation in the early 1980s.
As inflation fell, lenders lowered their interest rates more slowly, because
recurring bouts of inflation in the 1970s had taught them to be cautious.
The result was higher real interest rates (that is, nominal rates minus infla-
tion). Between 1983 and 1986, average real interest rates for consumer credit
in France rose from 10 to 15 percent. Yet demand for credit continued to rise
dramatically. By 1986, lenders observing this phenomenon drew the obvious
conclusion. The head of one consumer finance company explained: “Con-
sumers pay almost no attention to the absolute level of the rate. They are
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interested mainly in the monthly payment . . . No study has ever shown the
least correlation between a rise in the cost of credit and a reduction in con-
sumption.”9 This insight was decisive for Cetelem’s strategy. In 1986, CEO
Pierre Boucher sent a note to the entire company declaring, “The interest rate
is not a decisive element in households’ decisions to take a short-term loan.”10

Cetelem would no longer be the lowest cost lender, as it had been in the past.
It would instead focus on product features that consumers seemed to value.

The Politics of Deregulation in America

In the United States, reforms relaxed state-level usury restrictions in order to
promote national competition in lending. The first blow to usury caps came
from the 1978 Marquette National Bank v. First of Omaha Supreme Court
decision, which applied state-of-origin usury rules to out-of-state credit card
lenders. In the case, Marquette National Bank of Minnesota had filed claim
against First of Omaha for charging 18 percent, which was permitted under
Nebraska state law, to its credit card customers in Minnesota, where usury
caps limited interest rates to 12 percent.11 As large national banks moved
their headquarters to South Dakota and Delaware, they were able to charge
higher interest rates than local retailers and state banks. Both federal and
state regulators responded quickly to eliminate the advantage. A provision
added to the 1980 Depository Institutions Deregulation and Monetary Con-
trol Act extended the Marquette state-of-origin policy to state banks insured
by the Federal Deposit Insurance Corporation (FDIC).12 In order to untie
the hands of retail lenders and local finance companies that competed with
banks, most states changed their usury policies. By the end of 1981, forty-
five states had either raised their usury rate ceilings for consumer loans or
eliminated them all together. For states that retained usury laws, smaller local
lenders found that they could partner with out-of-state banks to provide loans
that exceeded local interest rate caps. A new set of high-interest-rate lenders
appeared. Tax preparers began working with banks to make tax refund antic-
ipation loans. These loans had annual interest rates of 150 to 300 percent
and were used especially by low-income recipients of the Earned Income
Tax Credit. Payday lenders and auto title lenders, whose loans ranged up to
390 percent, also partnered with out-of-state, federally chartered, and FDIC
banks to exempt themselves from state usury laws.13 The Consumer Federa-
tion of America lamented, “The result is a set of usury laws that should make
a finance company proud.”14

Marquette left open a range of questions about the scope of state regulatory
authority over national banks that would be settled only during the 1990s.
In 1996, the Supreme Court heard the appeal of Smiley v. Citibank, in which
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a New Jersey man argued that the late fees charged by Citibank violated state
law restricting such fees. Banks, which in the debates leading up to the 1968
truth-in-lending legislation had argued that fees should be treated separately
from interest charges, now argued that they were equivalent to interest and
thus covered by the Marquette precedent. When the Supreme Court found
in favor of Citibank, credit card use of late fees expanded from an average
late fee of $12 in 1996 to $29 in 2002.15 Similar cases explored the ability of
state regulators to dictate minimum repayment rates. In 2000, the California
legislature passed legislation requiring credit card issuers to include a warn-
ing on their statement that paying only the minimum balance would increase
their principal. In the 2002 case ABA v. Lockyer, the American Bankers Asso-
ciation sued the attorney general of the State of California, alleging that the
law infringed on a different provision of the National Bank Act that provided
for “all such incidental powers as should be necessary to carry out the busi-
ness of banking.”16 The ABA won, arguing that the cost of printing such a
warning made the law “overly burdensome” on banks, and was therefore pre-
empted by the NBA itself. Finally, in 2004, the Office of the Comptroller of
the Currency (OCC) issued new rules that preempted states’ regulation of a
wide range of nationally chartered bank activities, including use of noninter-
est charges, credit account management, mandatory disclosures, and interest
rates and fees.17 By the time of the 2004 rules, it had become clear that fed-
eral preemption of state bank regulations was being treated expansively. Mark
Furletti writes, “The agency [OCC] essentially declared that states have little
or no authority to impose any consumer-protection-oriented regulation on
nationally chartered banks and that any such regulation is the province of
federal law.”18

Deregulation changed the competitive landscape for American consumer
lenders. Most credit card lenders increased their lending rates, typically from
16 or 18 percent up to 21 percent. Federal preemption of state fees regulation
further increased effective interest rates. The combined impact of a reduced
cost of administering small loans and a higher price enabled by liberalized
usury caps quickly transformed consumer lending into the most profitable
sector in American banking. American banks and consumer finance compa-
nies responded with three new innovations. First, banks began in 1986 to
securitize credit card receivables. Doing so allowed them to tap into grow-
ing financial markets to fund the lending operations. Unbridled by the need
to attract deposits in order to make loans, some banks came to specialize
in consumer lending. Securitization also allowed banks to remove consumer
loans from their balance sheets. Doing so lowered their reserve requirements,
further reducing the cost of capital. The result was a dramatic increase in
liquidity available for consumer loans.
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The second innovation of American lenders was the move to risk-based
pricing. Traditionally, consumer lenders pooled the risk of their borrowers,
so that the impact of good and bad credit risks would offset each other. The
attractiveness of risk pooling was in the power of large numbers: even if a
lender did not know the risk of any individual, he knew a lot about the
likelihood of repayment in a properly defined population. With automated
risk assessment and centralized credit bureaus, lenders could assign a risk to
individual consumers. Customers who represented greater repayment risks
would still receive loans, but the cost of the loan would be higher than for
other borrowers. By weighting price according to risk, lenders could compete
on price for reliable lenders and extend credit to risky borrowers that would
historically not have been considered creditworthy. Critics of this approach
noted that charging higher prices could accentuate risk, making risk scoring
a self-fulfilling prophecy for high-risk borrowers. Advocates on the left and
right hoped that risk-based pricing would bring credit to marginal groups
that had traditionally been the victims of credit rationing.

Finally, as lenders began to compete, the cost of acquiring new customers
rose. By the early 2000s, each new credit card customer cost $50 in direct
mail costs and retailer incentives to acquire. This led to a change in attitude
toward debt administration. With new customers increasingly expensive to
acquire, it made little business sense to lose a good customer just because
they paid off their loans. By lowering monthly payments, eventually to 2 per-
cent of principle, lenders found they could retain customers longer. These
negative-amortization payment plans had two beneficial side effects: with
lower monthly payments, nonpayment rates fell and the resulting increase
in principle generated greater interest income. The point of the new lending
was not to have the loan repaid, but to generate a constant stream of monthly
payments without ever reducing the principle.

The new profitability spelled the end for independent retail credit in
America. Stores that were too small to have their own brand card began
accepting bank credit cards. Retailers that valued their own-brand credit cards
but were not large enough to make them profitable contracted out the ser-
vice to consumer finance companies like HSBC and GE Capital. Retailers
with profitable in-house credit programs were made offers they could not
refuse. Between 1971 and 1981, retailers’ share of the U.S. consumer credit
market fell from 12 to 8.9 percent.19 With financial deregulation in the
early 1980s, most major retail credit programs became independent finan-
cial operations and were eventually sold. In 1985, J. C. Penney acquired the
First National Bank of Harrington, Delaware, and renamed it the JCPenney
National Bank.20 In 1999, GE Capital purchased J. C. Penney’s entire credit
business. In 1986, Sears launched the general purpose Discover Card with no
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fees and a 1 percent refund. With the addition of insurance and real estate
services, financial services accounted for most of Sears’ earnings between
1986 and 1991.21 The Discover network was ultimately acquired by Morgan
Stanley in 1997. The move away from retailer-provided credit changed the
logic of consumer credit. For most retailers, the point of credit had been
to promote merchandizing. For retailers that ran their own lending opera-
tions, the terms of lending and collection were kept amicable in the interest
of attracting customers to their stores. These lenders virtually never pursued
“hard” collections for fear of scaring away new clients. They also eschewed
aggressive credit sales techniques. As profits rose and retailers sold their lend-
ing operations, however, lenders embraced a new aggressiveness in sales and
collections.

Experimenting with Deregulation in France

Between 1984 and 1987, the French financial sector was dramatically lib-
eralized. This included the elimination of quantitative limits on credit (the
so-called credit corset), the privatization of previously nationalized banks, and
a shift in authority over banks from the finance ministry to the competition
ministry. For France’s banks, liberalization initiated a period of rapid expan-
sion into the personal loan business, followed by failure and retrenchment.
When France’s banks returned to consumer lending in the 1990s, they did so
via acquisitions of existing consumer finance companies rather than through
in-house lending operations. The experience of French banks in consumer
lending shaped the political response to the sector in important ways.

Unlike those in the United States, France’s banks had steered clear of con-
sumer credit in the postwar era. The few times when they moved into the
area, as in the early 1970s, they failed. Close administrative guidance from
the Banque de France also made it difficult for banks to compete in the sec-
tor. As recently as 1982, the governor of the Banque de France wrote to all the
banks asking that they extend no more personal loans.22 This sort of stop-go
administrative oversight made it difficult to justify the significant investment
that large-scale consumer lending would require. More importantly, France’s
postwar indicative planning had relied on banks to finance its projects, and
banks grew dependent on these investments for their profits.

Financial liberalization, however, undermined this line of business, as
firms in France began to seek nonbank sources of capital and so turned to
the stock market, factoring, and self-financing through retained earnings.23

Bank corporate lending consequently fell from 159 billion francs in 1982
to 109 billion in 1983. The decline in lending in 1982–83 had coincided
with a steep rise in interest rates, but even as rates subsequently fell, corporate
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borrowing continued to decline. By 1986, outstanding corporate loans were
down to 75 billion francs. This trend pushed banks to look for other sources
of revenue, and consumer lending became a focus of intensive interest.24

As one observer noted, “Banks live from lending. Once they realized that
companies had less and less need for them, they turned to households with
increasing ease as credit was liberalized.”25

France’s large banks allocated large blocks of funds to a new push to extend
their consumer lending business. Crédit Agricole alone allocated an addi-
tional 20 billion francs to consumer credit in 1986 and 1987.26 They were
thereby able to increase their share of the consumer lending market from
18 percent in 1984 to 25 percent in 1987.27 They accomplished this feat in
three ways. First, they offered lower rates than the consumer finance compa-
nies. Whereas the latter were charging in the range from 15 to 18.25 percent
at this time, banks began offering rates from 12 to 16 percent.28 They jus-
tified the difference with their lower cost of capital, but also with their
detailed knowledge of their clients, many of whom were long-term depos-
itors. They also began aggressively expanding their credit agreements with
retailers. For the first time for a French bank, BNP in 1986 allied with a
retailer to provide a Carte Bleue credit card co-branded to the retailer, in this
case Euromarché.29 Third, France’s big banks started providing their best cus-
tomers with access to revolving credit accounts. Traditionally, banks lent in
the form of personal loans with fixed repayment schedules. In the fall of 1987,
however, BNP launched Crédisponible with revolving credit at 15.8 per-
cent. Crédit Lyonnais followed in September 1987 with Crédilion. Societé
Génerale offered Crédiconfiance,30 and Crédit Agricole formed a consumer
finance affiliate called Unibanque.

As banks entered the consumer lending market, credit growth boomed.
Nonmortgage household debt in France rose from 110 billion francs in 1984
to 370 billion francs in 1989, the peak of the credit boom. Over the same
period, the share of indebted households rose from 39 to 53 percent.31 Aver-
age household debt as a share of disposable income increased from 3.5 to
7 percent.32 By 1990, the credit boom had dramatically slowed, from annual
growth of 30 percent in 1987 to 20 percent in 1988, 16 percent in 1989,
and 2 percent in 1990.33 Some attributed the reduced growth to the effect
of the first Gulf War; others thought that it was simply an artifact of France
having “caught up” after years of credit restraint.34 The most important cause,
however, was the failure of France’s large banks in consumer lending.

Their results disappointed for two main reasons. First, banks were not
specialists in consumer lending. They had not invested in the skills or equip-
ment that was required for success in it. As Jean-Christophe Goarin, head of
the consumer finance company S2P (Société des Paiements Pass), explained,
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“The handicap for banks is that they have too many products. We have only
a few, but we present them well and they are well adapted to the needs of
our clients.”35 Second, although consumer finance companies had embraced
the idea of tracking past repayment as a predictor of future repayment, banks
were still relying on their relationships with their depositors. They assumed
that, because they had known clients for years, they would have low repay-
ment risks, but they found that they faced higher default rates than consumer
finance companies. The high rate of defaults was aggravated by the banks’
effort to expand their customer base rapidly, which led some to offer loans
indiscriminately. Pierre Marleix, head of the trade union–affiliated consumer
group AFOC, explained that banks “were increasingly unconcerned about
finding reliable borrowers; they simply wanted to increase their loan volume
in order to be big.”36

As banks experimented with consumer loans, consumer finance companies
launched a new product: revolving credit. The concept—an open account to
which new purchases could be added with a flexible repayment schedule—
had its roots in retailing, where the idea that even small purchases could be
put on credit was attractive. U.S. banks began adopting the practice in the
late 1950s, as they sought to market credit and payment facilities to small
retailers that could not afford to offer their own credit plans. By the late
1960s, revolving credit became a requirement for any bank credit card that
wished to join one of the new national payments networks, the Bank America
Service Corporation (VISA) and Interbank Card Association (Mastercard).
In France, by contrast, loans continued to be made on a one-off basis with
a fixed repayment schedule until new revolving credit cards were launched
beginning in 1985. The reasons for this difference had little to do with inno-
vation or technical capability. Cetelem first experimented with a revolving
credit card, called Crédit en poche, in 1965, but it was intended initially only
as a reward for especially loyal customers.

The late adoption of revolving credit in France was mainly related to
profits, regulation, and the response of the country’s banks. First, revolv-
ing accounts were more expensive to administer than one-off personal loans.
Accounts had to be continuously managed; the smaller size of purchases
raised the cost per transaction; and lenders had to constantly monitor the
creditworthiness of their customers. For American banks and retailers, this
additional cost was not a big deterrent, because they were already losing
money on their consumer credit services. For them, credit was a marketing
tool. It brought in new customers who would then buy products (retailers)
or make deposits and use other financial services (banks). And they quickly
found that consumers loved revolving credit. For France’s large lenders, who
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were trying to make profits in a low-margin sector, the additional cost of
administering revolving credit accounts made them relatively unattractive.

Second, the Ministry of Finance had, by the early 1960s, begun plac-
ing direct administrative restrictions on the quantity of credit that could be
extended by different sectors of the economy, and, within those sectors, by
individual companies. Each year consumer lenders were informed how much
additional lending they could undertake. This posed a problem for managing
revolving credit accounts. Because these accounts allowed customers to bor-
row as they wished up to a fixed ceiling, the lender had relatively little control
over the total outstanding volume of credit. With revolving accounts, it was
difficult for lenders to take advantage of their full allowance of credit each
year. Finally, France’s large banks moved to block the rise of payment cards
tied to revolving credit facilities. In 1965, as Cetelem was experimenting with
its Crédit en poche product, France’s large banks collaborated to form their
own card-based electronic payments network, Carte Bleue, which specifically
separated the payments function from any lending facility. Although some
banks did offer overdraft protection on their Carte Bleue accounts, early cus-
tomers tended to carry large balances and rarely drew on this line of credit.
Backed by support from the Banque de France, the Carte Bleue payment
network spread rapidly, leaving a whole generation of French consumers to
associate card payments with a debit function rather than with credit.

All of this changed with the end of quantitative credit restrictions in 1984.
In 1985, Cetelem launched their new Aurore card to counter the aggres-
sive move by banks into personal lending.37 They offered it as a co-branded
card that allowed them to reinforce their ties with retailers. And they already
understood the technology, which they had showcased twenty years earlier
with their Crédit en poche. By the end of 1987, the Aurore card already
had 600,000 users.38 Other consumer finance companies quickly launched
their own revolving products. These included the Accord card by the retailer
Auchan, the Plus card by the finance company Cofinoga, and the Pass card by
S2P, a finance affiliate of the retailer Carrefour. Another lender, Credit com-
mercial de France (CCF), created an innovative revolving account offering
interest rates tied directly to the interbank lending rate.39 Amid all of the new
entrants, the Aurore card came to dominate the field. By 1995, ten years after
its launch, Cetelem’s Aurore card was used by 5 million French (and 1 million
other Europeans).40 By 2000, there were 13 million Aurore cards in use, with
250,000 points of sale.41 Interest rates on these loans ranged from 12.4 to
16.1 percent.42

Some banks also began launching Carte Bleue payment cards tied to
revolving credit accounts, including Alterna by Societé Génerale and Provisio
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by BNP. Interestingly, bank revolving accounts initially marketed as luxury
products did not remain such for long. As France’s banks faced a surge in per-
sonal loan nonpayments in the late 1990s, they discovered that converting
these accounts into revolving credit led to a dramatic reduction in nonpay-
ments. With longer repayment periods and a flexible repayment schedule,
write-offs could be avoided. Indeed research at the time found that only
1.1 percent of revolving accounts ended up in legal recovery, compared to
3.2 percent for traditional small personal loans. Driven first by luxury and
then by necessity, revolving lending grew from 8.5 percent of consumer bor-
rowing in 1986 to 17 percent in 1990.43 For consumer finance companies,
revolving accounts already accounted for 37 percent of all loans in 1990.44

By 2000, 26 percent of all nonmortgage household borrowing took the form
of revolving credit.

The emergence of revolving credit elicited a new wave of concern from
the French public about the likely social and economic impact of the newly
liberalized consumer credit markets. Many feared “easy credit” that would
drive households excessively into debt. Bankers countered that borrowers
with access to revolving credit were able to be more financially responsible
because of the greater control that revolving credit gave them. Lenders tended
to defend their product by employing developmental and evolutionary
metaphors to talk about their revolving credit clients. LaJaques Lenormand,
the director of the personal lending department at Crédit Agricole, was typical
in claiming, “clients with access to revolving credit are far more adult, more
evolved, better informed and, in this sense, better managers.”45 French con-
sumers were evidently more circumspect. A survey in 1992 found that only
30 percent knew what revolving credit was. Among those familiar with it,
two-thirds called it “very useful.” Yet half—and therefore presumably some
significant share of those who called it “very useful”—also called it “a trap
from which one never escapes.”46

A second concern was the potential impact of the new revolving credit
arrangements on consumer protection in sales contracts. One of the core
pillars of French consumer protection was the 1978 “Scrivener” law, which
linked credit and sales contracts. Under the law, installment credit contracts
were binding only with the delivery of a product. Conversely, sales contracts
were binding only with the approval of a loan. The law also created a seven-
day cooling off period for credit sales that required sellers to take back their
products if the buyer decided to nullify the credit contract. In practice, sell-
ers commonly waited seven days before making delivery to avoid having to
take back used products if a customer opted to reverse a credit purchase.47

As French consumers moved away from installment borrowing toward revolv-
ing credit plans, the benefits of these consumer protections diminished. Yves
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le Duc, general secretary of the union-affiliated consumer group CSCV,
wrote, “The large retailers and banks that offer their own cards no longer
need to know if a good is delivered, or if it is in good condition . . . whatever
the case, payment is required. This is an important regression with respect to
the law of 1978.”48

Reregulation in France

The growth in the use of credit led to a widespread public debate about the
causes and consequences of overindebtedness. Some applauded it for decou-
pling credit from moral constraints by allowing households to behave more
like companies.49 The dominant interpretation, however, related consumer
credit to stagnating purchasing power.50 From 1980 to 1986, the share of
French households with outstanding consumer debt grew from 33 to 40 per-
cent.51 During the same period, the household savings rate fell from 17.5
to 12 percent.52 Yves Ullmo, secretary general of the National Council on
Credit, described the cause: “Since [1983], disposable income has increased
little. To maintain a certain standard of living, use of credit has been a solu-
tion.”53 Policy makers on the left and right worried about the sustainability of
this strategy. The result was a series of decisions that progressively restricted
access to credit for French consumers.

The first target of reregulation was the so-called free credit that had
emerged with the relaxation of government restrictions on credit volumes.
Free credit referred to loans that were offered without any direct interest
charge to increase sales. In the furniture sector, which quickly embraced
the practice, 20.5 percent of all credit offered in 1984 was without inter-
est. As a merchandising strategy, free credit seems to have been effective. The
two furniture retailers that were most aggressive in offering furniture credit
for free—Galeries Lafayette and Castorama—were able to consolidate their
position as France’s leading furniture retailers. Galeries Lafayette at the time
was offering 94 percent of its credit sales at zero interest.54 For the govern-
ment of François Mitterrand, who in 1984 was struggling to rein in inflation,
free credit raised the old fear that unbridled consumer credit would stoke
the flames of inflation and so hurt competitiveness. Laurent Fabius, Prime
Minister under Mitterrand, attacked the practice as “pushing customers to
purchase using credit they don’t really need.”55 In response to these fears, the
Banking Law of 1984 restricted free credit sales. Retailers could no longer
advertise free credit terms outside the point of sale. More importantly, when
free credit terms were offered, retailers were required to display a lower price
for goods when they were purchased without free credit. This price was set
by a formula—based on the average interest rate plus 50 percent—that for
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average periods of credit gave prices that were roughly 20 percent below the
“free credit” prices.56 Interestingly, most consumer groups supported the new
law, as did small retailers, who did not have the financial means to compete
with “free credit.”57

The second move to restrict credit access focused on the practice of credit
rating. In 1988, Jacques de la Rosière, governor of the Banque de France,
announced his institution’s intention to create and manage a mandatory list-
ing of credit data on all consumer borrowers. This would reestablish a system
created in 1946 in which banks reported all of their loans to the central bank.
Although this process had been retained for commercial lending, consumer
lending had been exempted as part of the credit liberalization campaign of
the 1950s. Consumer groups strongly supported the creation of a positive or
“white” credit database, in part because they thought it would force France’s
banks to behave more responsibly. Consumer representative Louis Mesuret
warned: “[the banks] do not respect their obligation of prudence and offer
credit willy-nilly.” The idea was to allow all lenders to know the total debt
held by credit applicants so that they could better evaluate the likelihood of
repayment. The Association of French Banks came out strongly against the
white list idea, which they saw as an attempt by the nonbank finance com-
panies to gain access to their own clients. Banks reasoned that the long-term
relationships they had built with depositors would give them an advantage
in offering them loans. Consumer finance companies, by contrast, had tra-
ditionally offered loans via retailers, and thus had very little direct contact
with their customers. By sharing data, banks stood to lose their monopoly
on valuable information and gain little in return.58 Given that banks’ own
consumer loans were experiencing high rates of nonpayment, they may have
overestimated the value of the information they held. Nonetheless, France’s
large banks are reported to have used their political influence to get France’s
powerful data privacy body, CNIL, to recommend against the creation of a
positive credit listing of the sort proposed by de la Rosière.59

With the failure to implement a white list, France’s association of finance
companies (Association des sociétés financiers, ASF) launched its own debtor
black list in October 1988. This list, which was voluntary to its mem-
bers, included only borrowers who were at least three months late on their
payments. Members were encouraged to check applicants against it before
making loans. All but the largest lenders participated, accounting for 35 of
the 37 member organizations and 70 percent of all finance company lend-
ing.60 The Banque de France responded the following year by creating its own
black list. Unlike the ASF list, all consumer lenders were required to check
loan applicants against the official government list. And unlike the failed
white list proposal, this list included only nonpayment information. The
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database, called the Fichier national des incidents de remboursement des credits
aux particuliers (FICP), was accessible only to credit providers and to indi-
vidual debtors who wished to view their own record.61 In practice, the FICP
database became a no-credit black list for borrowers. In 1991, it included
800,000 late payers; by 2003, that number had grown to 2.3 million.62

After the list’s creation, debates periodically surfaced concerning the
potential advantages of collecting and distributing more extensive “positive”
credit data, including information on outstanding loans, taxes, income, and
assets. In one proposal, which came before the National Assembly in 2005,
the center-right UDF party argued that a positive registry would give finan-
cial institutions a better sense of total borrowing and help them to improve
their assessments of a consumer’s ability to repay. France’s financial institu-
tions were divided on the proposal. Some, including the consumer lending
institution Cofinoga, argued that positive data on potential borrowers would
help them to minimize an adverse selection of customers and thereby reduce
both defaults and credit rationing. But many other financial institutions, sup-
ported by the ASF, argued that a positive rating system would only assist
foreign financial firms—like UK-based lender Egg—to identify and exploit
new clients in France.63 The country’s consumer groups generally agreed,
worrying that a positive list would become a tool for the more aggressive
commercialization of credit and lead to higher levels of consumer indebted-
ness.64 Ultimately, CNIL concluded that the new list would be an illegitimate
use of private data and blocked the proposal.

The third major regulatory move was in the area of bankruptcy. With
the liberalization of consumer credit in the early 1980s, a rising incidence
of overindebtedness led France’s consumer and finance associations to nego-
tiate a novel solution. The Neirtz Law of December 31, 1989, named
after France’s minister of consumption, created a new administrative instru-
ment that worked beside legal structures to help resolve cases of consumer
overindebtedness. The core of the new system was a set of Departmental
Commissions for Overindebted Individuals managed by France’s central bank
and to which any consumer could apply for debt restructuring or relief. These
commissions had broad authorities. They could suspend payments for up to
two years, restructure the payment period for loans, and modify interest rates.
New repayment schedules were based on the Commission’s assessment of the
“minimum vital income” necessary to meet the debtor’s most basic needs,
and repayment plans could last up to but not longer than ten years. Formally,
Commissions could only propose a repayment solution. If both parties to the
negotiation did not voluntarily accept it, the case went before a judge, who,
from 1995, had the right to enforce the recommendations of the Commis-
sion on both parties (or, in rare cases, to design a new repayment scheme).
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A series of studies conducted in the 1990s showed that most cases went to the
full ten years, that interest rates were reduced on average from 13 to 9 per-
cent, and that average monthly payments were reduced from 6,000 francs
to 3,800 francs.65 Within certain limits—business-related debt was excluded
and consumers had to show good faith—nearly all cases were accepted. The
number filed with the commissions grew over time—from 90,000 in 1990 to
190,000 by 2004.66

Creditors were initially skeptical of the Neiertz procedure and, in 1990,
only accepted 45 percent of the solutions proposed by the commissions. Paul
Defourny, head of Cetelem, estimated in 1992 that 50,000 of the 160,000
cases heard up until that point represented instances of clear cheating by
borrowers who had gone from lender to lender to get as much as they could
and who had no intention of repaying. He estimated that the new law had
cost the lending industry 1 billion francs in its first two years. As he describes
it, “the [Neiertz] law . . . moralized our profession by creating a sort of deon-
tological code.”67 Yet as cases of overindebtedness rose and the commissions
showed they could produce workable solutions, industry acceptance of their
proposals rose, to 75 percent by the end of the 1990s. The result was a set of
responses to consumer overindebtedness that restructured debt but in almost
all cases required consumers to make good on their obligations.

By the mid-1990s, concern about the likely social consequences of mount-
ing consumer debt outpaced enthusiasm for credit market access. An incident
in 1996 illustrated how different the French approach to credit had become.
Since 1967, French law had capped consumer loan interest rates in the range
of 20 to 25 percent.68 In 1996, the UK-based Thorn group launched its
first rent-to-sell store, called “Crazy George’s,” in Bobigny, France, followed
with a second site in Le Havre. The store format was based on the company’s
highly successful Rent-a-Centre chain, launched in 1992 in the United States,
and the equally successful Crazy George’s rent-to-own chain in the United
Kingdom. The idea of the store was to offer goods under a rental contract
that would eventually lead to consumer ownership. Their French stores tar-
geted communities with high concentrations of poor and elderly and where
credit was not readily available. Although the rentals were not formally credit
agreements, the effective interest rate on rent-to-own purchases ranged up to
56 percent. While this implied rate far exceeded the usury cap, it did not
formally fall under France’s usury restrictions.69

Initially, Thorn had envisioned offering the rent-to-own service through
its existing French consumer electronics rental company, Visea. To pave the
way for this service, Visea began posting billboards in 1994 with slogans that
read, “If we lend only to the rich, why did we invent credit?” and “If we
deny credit to those who are unemployed, what good is solidarity?”70 The
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reference to solidarity was a direct attack on the French idea of equal citizen-
ship without equal access to credit. Concerned about the potential response
that the new sales format would elicit, Thorn finally opted to introduce the
rent-to-own format as an American import. At the launch of its first Crazy
George’s store in Bobigny, convertibles festooned with balloons and U.S. flags
paraded around town. The French media quickly focused on the new format
as an “Anglo-Saxon” import. Public interest heightened when the first store
was shut down by France’s commercial police (the DGCCRF) on the grounds
that it was not accurately reporting the final total price on its goods.

Crazy George’s offered many people their only possibility to purchase large
household goods. Unlike consumer lenders, Crazy George’s accepted social
payments as income to qualify for a loan. In fact, a third of all customers
reported no household salary income. To manage repayments, the stores sold
only to those living within a five-kilometer radius and insisted that customers
drop off their payments in person weekly. All applicants were required to give
the names and telephone numbers of three friends and two relatives, so that
application information could be confirmed.71 These measures kept default
rates below 1 percent.72 A survey of customers found that 66 percent were
first-time buyers of basic household goods like televisions and computers.73

Critics argued that it was wrong for the poor to pay over twice as much for
products. And a public poll found that 70 percent of French opposed the
rent-to-sell format.74 Behind the opposition was a coalition of the Christian
right and labor left. France’s Catholic newspaper, La Croix, took a hard line:
“consumer lending . . . is to be condemned, and . . . a total prohibition on the
charging of interest, not only abusive interest rates, should be retained.”75

In agreement, if for different reasons, CSCV brought a lawsuit against Thorn
for exceeding France’s usury cap.76 In 1998, the company was acquired by
Nomura Investment, and its French stores were closed.

Conclusions

The 2008 financial crisis has been traced to excessive U.S. household debt.
Although much attention has been directed to mortgage financing, this
chapter has instead traced the evolution of nonmortgage consumer debt.
In order to understand what was different about U.S. consumer credit, I use
the case of French consumer lending as a comparison. Whereas Americans
borrowed heavily, their French counterparts took on relatively little debt.
Common accounts of such differences in credit extension have emphasized
the dual roles of financial deregulation and institutions for managing nonpay-
ment risk. Instead, I trace the origins of heavy credit reliance in the United
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States, and relatively limited credit access in France, to the ways in which
commercial banks approached consumer credit in the early postwar period.

American banks began extending consumer credit during a period in
which this sort of lending was relatively unprofitable. They did so primar-
ily to attract customers rather than to earn income on interest payments.
This approach also led them to offer the kind of credit that consumers found
most attractive, namely, revolving credit. Because these early credit facilities
predated nationwide credit card payments networks, those networks emerged
with revolving credit as one of their core functions. For many Americans,
secure electronic payments and a revolving credit facility were seen as part
of the same service. In France, on the other hand, banks were larger, less
numerous, and focused on supporting government-defined goals for eco-
nomic development. This circumstance left consumer lending in the hands
of dedicated consumer loan companies, which in turn meant that France’s
own secure electronics payments network was not initially associated with a
credit facility. Equally important, because banks were not involved in con-
sumer lending, and because small lenders had historically been viewed with
considerable suspicion, the consumer loan sector enjoyed little political influ-
ence. When politicians called for an economic slowdown, consumer lenders
were always the first place the Banque de France looked for credit contraction.

With the invention of profitable, indeed lucrative, consumer lending,
these differences in the engagement of banks continued to matter. In the
United States, interest rates were deregulated in order to promote competi-
tion for consumer loans among national banks. And, because it was felt that
banks were responsible actors that were in any case already heavily regulated,
politicians and the general public did not worry about the potential lend-
ing abuses that had characterized consumer loans in the past. In France, by
comparison, the failure of banks to break into consumer lending meant that
the sector remained the domain of specialized consumer finance companies.
As long as banks were mainly on the outside, any regulation that reined in
consumer lending met with little resistance. Indeed, it is a regularity of con-
sumer lending across the advanced industrialized countries that markets with
strong bank penetration into the consumer loans market have experienced
relatively less regulatory restriction. Consumer lending was invented outside
of the banking sector, but it has prospered in countries in which banks were
able to win control over the sector.

Notes
∗Documents were consulted in the following archives: the archives of the Conseil
national de credit at the Banque de France (BdF CNC); the historical archive of
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the consumer lending company Cetelem (CHA), and the JCPenney Archives at the
DeGolyer Library at Southern Methodist University (JCP). Citations to the Conseil
national de crédit and the JCPenney Archives are presented as follows: the abbre-
viation of the archival repository; the box number or name; the folder name; the
document title. Because the Cetelem archives had not been classified at the time of
consultation, citations include the abbreviation of the archive and nonstandard folder
references.
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CHAPTER 8

French Consumer Credit Policy
in the 1950s and 1960s:

From Opposition to Control

Sabine Effosse

France presented almost the opposite pattern of the United States for
consumer credit use after World War II, as Gunnar Trumbull empha-
sizes in the previous chapter. Whereas consumer credit was widely

available in the United States, credit access was tightly restricted in France.1

This article aims to show that this situation was largely the result of French
monetary policy. The main problem that dominated French debates over con-
sumer credit from the end of the war to the liberalization of the banking
system in 1966 was the question of legitimacy. This issue was illustrated by
Pierre Besse, secretary of the National Credit Council, who in 1955 char-
acterized consumer credit as “a necessary disease, which must be restricted
as much as possible.”2 This phrase pointed to a paradox in postwar French
consumer credit policy: regulatory authorities saw consumer credit as both
indispensable and condemnable.

Why were French credit authorities so reluctant to foster consumer credit?
Was this policy an exception in an international context? Or was it com-
parable to policies in other European countries, such as Germany or Great
Britain? To answer these questions, this chapter is divided into three parts.
In the first, I examine the credit authorities’ opposition to consumer credit in
the early years after the war, between 1947 and 1952. In the second, I describe
the evolution of this attitude in conjunction with the regulatory measures
adopted between 1954 and 1957. Finally, by introducing a comparison with
other European countries and the United States, I turn to the consequences
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of these regulatory measures for lenders, for how consumers used credit, and
for levels of consumer indebtedness.

Opposition to the Development of Consumer Credit, 1947–52

In the wake of World War II, on December 2, 1945, the French govern-
ment under Charles de Gaulle decided to nationalize the credit industry and
main banks, including the Bank of France. In his announcement, de Gaulle
declared, “it is the role of the state to secure credit in order to direct it toward
large investments.”3 The credit nationalization law consequently created a
National Credit Council to define credit policy and regulate the banking sec-
tor.4 This institution was closely linked to the Bank of France, which was
one of its main sources of policy makers, along with the Ministry of Finance,
in particular the treasury administration.5 In October 1947, the minister of
finance, expressing concern about the development of illegal lenders and high
interest rates, asked the Bank of France to conduct a survey of the consumer
credit market.

The Bank of France Survey of the Consumer Credit Market (1948)

In accordance with the banking laws of 1941, all French credit institutions
had to be registered.6 Consequently, even in the absence of a specific reg-
ulation on consumer credit, which had been considered in 1942 but had
never come to pass, consumer finance companies had to be registered by the
National Credit Council before they granted credit.7 The Bank of France sur-
vey, written by one of its auditors, Mr. de Montbrial, only considered banking
companies that offered loans—not retail sector lenders.8 The report con-
firmed the major role that the consumer finance companies played in postwar
French consumer lending, such as those specializing in durable goods dis-
cussed by Isabelle Gaillard in chapter 1. Of fifty-nine registered lenders, only
two were commercial banks. Moreover, automobile financing initially dom-
inated: 90 percent of consumer loans were granted for cars, in part because
car manufacturers had created their own consumer finance companies dur-
ing the interwar period, including the Diffusion Industrielle Automobile
par le Credit (DIAC), founded by Renault in 1924.9 Most significantly,
the survey pointed to a gap between low consumer purchasing power and
high demand for consumer durables. Given the limited quantity of legal
lenders at the time, this gap fed the growth of an illegal lending market.
The report thus suggested the adoption of consumer credit regulations mod-
eled on the so-called Regulation W of 1941 in the United States.10 Following
the American regulation, which was well known by the Bank of France, the
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survey recommended guidelines for minimum down payments (30 percent
for new cars and 40 percent for other goods) and a maximum repayment
period (between twelve and eighteen months). Possibly inspired by the British
Hire-Purchase Act of 1938, the report additionally emphasized that lenders
should publish the cost of credit to consumers. Finally, it suggested setting a
limit for the ratio of a bank’s outstanding loans to its equity capital.

Transmitted to the National Credit Council at the beginning of 1949,
these measures were not followed up on. In spite of the report’s conclusions,
the council officially refused to regulate consumer credit, defined largely as
installment sales during this time. The council rejected this option, because
regulating consumer credit would have meant legitimating its development.
Thus, all new requests for registration by potential consumer lenders were
refused with the exception of sales financing companies for cars.

The National Credit Council’s Refusal to Regulate Consumer Credit
(July, 1949): Economic, Monetary, and Legal Arguments

The council’s rejection of consumer credit in July 1949 was based on three
arguments. The first one raised by its members stemmed from their economic
priorities. The initial postwar economic plan, the so-called Plan Jean Monnet,
had established reconstruction priorities for the period from 1947 to 1952.
It aimed first and foremost at rebuilding the industrial and transport sectors.
This “fight for production” (bataille de la production) called on credit pol-
icy to support industrial development. It focused on business investments,
especially in state-owned companies such as Electricité de France (EDF) and
the national railway company, Société nationale des Chemins de fer français
(SNCF).11 Private consumption needs, even housing, had to take a back seat.
Despite an acute housing shortage, little was done to reorganize mortgage
loans until 1953.12 Credit policy had to serve industrial production and not
household consumption.

The second argument was monetary. After World War II, inflation was
very high in France. Rebuilding and military expenditures (the latter was
28 percent of total government outlays in 1948 due to colonial conflict) gen-
erated high budgetary deficits. In this context, the council encouraged the
French to save rather than spend. Nevertheless, this inflation risk argument
was not extensively developed in council discussions. The Bank of France
report had made clear that the volume of installment sales was still too low to
seriously influence overall inflation trends (less than 9 billion francs in 1948).

The last argument was legal. The National Credit Council only agreed
to register lenders who financed goods that could legally be repossessed and
thus serve as security. Since the Malingre law, such goods were limited to new
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cars or tractors. The council refused to register lenders who granted credit
for other goods, which by default were considered “consumption goods.”
This legal argument brings out a noteworthy point. Contrary to British
hire-purchase legislation or the German installment law, both of which gave
lenders the possibility to take back goods in case of non-repayment, French
legislation did not offer lenders such recourse.13 According to French Civil
Law, as soon as a consumption good was sold, it was the borrower’s property,
even if it had not yet been paid for in full. This legal characteristic introduced
a long-term dichotomy for credit conditions in France between goods that
could be repossessed and those that could not; the former carried much lower
interest rates.

Against this background, the National Credit Council’s rejection of con-
sumer credit seemed logical, especially in the context of the council’s overall
restrictive credit policy. However, the council’s decision also appeared discon-
nected from social reality. Like their European counterparts during the early
postwar years, the French needed new cars less than basic necessities.14 That
is why the main consequence of the council’s decision was the development
of a black market for consumer credit and the spread of lenders not registered
by the National Credit Council.

The Growth of a Black Market for Consumer Credit

Not just the government, but the French people in general had an ambivalent
attitude toward consumer credit. However, to many of them, it appeared to
be a necessity as well. Wages did not follow the inflationary price develop-
ment, so that purchasing power initially remained low. In 1950, for example,
the price for a washing machine represented seven or eight months of wages
for a cleaning woman. The demand for consumer goods after the war con-
cerned mainly motorbikes such as the Vélosolex or scooters like the Vespa,
because cars were too expensive for the average household, as well as domes-
tic appliances (radios, refrigerators, washing machines), home furnishings,
and also clothes and shoes.15 Few legal lenders were available to satisfy these
needs. The largest consumer finance companies, created by manufacturers
of cars and electrical appliances during the interwar period, granted only a
small number of loans to households until the early 1950s.16 Instead, they
financed mainly commercial equipment, for example, buses, trucks, and trac-
tors. In 1953, less than 30 percent of the DIAC’s outstanding loans involved
private automobiles.17 As discussed in chapter 1 by Isabelle Gaillard, Crédit
électrique et gazier (CREG), founded by Philips in 1927, and similar com-
panies started granting loans for households again only in 1953. Meanwhile,
illegal lenders emerged.
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These lenders were door-to-door salesmen working on their own or for
associated retailers, that is, the so-called economic unions, and they were simi-
lar in principle to the check credit businesses discussed by Sean O’Connell for
Britain (chapter 4) and Andrew Gordon for Japan (chapter 3).18 The example
of economic unions reveals the fluid boundary between the legal and “black
market” consumer credit markets particularly well. These economic unions,
which were organizations formed by small retailers, had first been created near
the beginning of the twentieth century to compete with the big Parisian stores
that used credit checks.19 They were founded mainly in northern France in
medium-sized textile cities as well as in the Mediterranean area. Most of them
were a type of limited liability company called société anonyme. They granted
credit by issuing special checks for all consumer goods except food, especially
textiles and furniture. They spread during the interwar period, so that there
were about one hundred such unions in 1939.

In the wake of World War II, several old economic unions started busi-
ness again and succeeded; in 1953, they had a turnover of 4 billion francs
and a membership of 5,000 retailers. This success caught the attention of
shifty entrepreneurs. Attracted by the profits that such operations could yield,
some crafty fellows who were not retailers created bogus “economic unions.”20

Using this term, well known and trusted by customers, they founded new
companies and granted consumer loans (mainly for motorbikes) at high inter-
est rates. Whereas the interest rates of traditional economic unions were some
25 to 30 percent, “false” economic unions charged rates between 40 and
45 percent, and sometimes even more. By comparison, interest rates for new
cars from registered finance companies were about 18 percent, whereas those
for textiles from black-market door-to-door lenders were as high as 63 percent
(table 8.1).

Newspapers denounced the highest rates as usurious. To protect their rep-
utations, traditional economic unions asked the Bank of France to allow them

Table 8.1 Average consumer credit costs for durable goods,
1953

Product Annual rate (%)

New cars (subject to repossession) 18.0
Used cars (not subject to repossession) 39.0
Refrigerators 25.0
Furniture 20.5
Textiles 63.0

Source: Bank of France, 1331200301, box 65.
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to be registered, but their request failed. Nevertheless, the growth of the illegal
consumer credit market caught the government’s attention. At the beginning
of 1953, Robert Buron, the Christian-Democratic economic minister, pre-
pared a bill that aimed to prevent usury and encourage the development
of consumer credit. This plan and an improved overall economic situation
moved the credit authorities to change their consumer credit policy.

The Evolution of Credit Authorities:
Consumer Credit Regulation, 1953–57

The bill introduced by the economic minister aimed to use consumer credit as
a means to boost economic growth. But before any potential expansion of the
consumer credit market could be realized, such credit had to be cleaned up or
“moralized” in the eyes of authorities. Therefore, regulating it now appeared
to be necessary.

The Evolving Economic Situation and the Government Bill

In the immediate wake of World War II, the main problem for the French
economy had been to gear up production in the face of widespread destruc-
tion, insufficient raw materials, and—especially significant in this context—a
shortage of capital. By the beginning of 1953, however, the main prob-
lem had become to sell goods.21 As stated above, wages were not keeping
pace with inflation, and French purchasing power remained low. Both the
Economic Ministry and the Bank of France observed a phenomenon that
they understood as underconsumption. Low levels of consumption threat-
ened budding economic growth, and the government decided to encourage
the development of consumer credit as part of a more general program to
boost the economy. Other measures entailed support for exports, as well as
aid to the mortgage loans market. The latter stressed the close link between
an expansive housing policy and related growth in home equipment and
consumer durables, which was relevant in the German case, as well.22 Still,
despite the second economic plan’s (1953–57) emphasis on home moderniza-
tion and durable equipment, as well as a finance policy geared more toward
housing, government support for consumer credit ran counter to popular
expectations.

Indeed, the government performed an interesting semantic shift when
talking about consumer credit. As the minister of finance, Mr. Bourgès-
Maunoury, declared in Le Monde on February 19, 1953, “what we called
consumer credit . . . is really a loan for individual investment.”23 Terminol-
ogy such as “modernization” and “equipment,” which had been used for
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firms during the first economic plan, was now applied to individual house-
holds. Households, like firms, needed to invest in new equipment in order
to rationalize their operations. Consumer credit was no longer credit for con-
sumption goods but, instead, financing for domestic equipment. Using the
word “equipment” changed everything. This rhetoric comported with devel-
opments in the Bank of France and reflected the evolution of consumer credit
policy. With the end of the Korean War in July 1953 and a decrease of infla-
tionary risks, thanks to fiscal stabilization under Minister of Finance Antoine
Pinay, the central bank became more open-minded about credit expansion.24

Furthermore, the bank could no longer ignore both the dangers of the ille-
gal lending market and mounting government pressure to regulate consumer
credit. After long deliberations, which lasted one and a half years, the Bank
of France and the National Credit Council agreed to regulate the consumer
credit market and to register new lenders.

The National Credit Council Agreement

In order to clean up the consumer credit market, the National Credit Council
first adopted the Economic Ministry’s proposal to require lending companies
to possess a minimum amount of capital. It also accepted the Montbrial sur-
vey’s major conclusions to mandate a minimum down payment, a maximum
repayment period, the publication of interest rates, and, most importantly, a
cap on the ratio of outstanding loans to the equity capital financing them, that
is, a cap on the “creditworthiness ratio” or ratio de solvabilité. As mentioned
above, the Montbrial proposals on minimum down payments and maximum
repayment periods were directly inspired by the U.S. Regulation W, which
had been briefly reinstated during the Korean War and had been applied in
Europe for the first time by Great Britain in 1952, as discussed in chapter
4 by Sean O’Connell. The British Hire-Purchase Credit Control Order set
minimum down payments (33 percent of the purchase price, except for
motorbikes and bicycles, for which only 25 percent was collected) and a
maximum repayment period (eighteen months).25

Regarding credit costs and the broader question of defining usury, the
council protocols show that regulators were unable to agree on a cap. Accord-
ing to council secretary Pierre Besse, to choose a ceiling cap would have
been too difficult: “we must admit that we cannot find a rate above which
an offense is committed.”26 Unlike in Great Britain, French regulators pre-
ferred simply to require the publication of credit costs in order, occasionally,
to refuse to register lenders whose interest rates they deemed too high. Thus,
the cap question was postponed until the Money Loans Law, also called the
Usury Law, was passed in December 1966.27 Finally, the creditworthiness
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ratio—the key measure according to Montbrial’s survey—was justified as a
measure to curb inflation. Because French consumer finance companies were
unable to receive public deposits, they had to maintain a high level of equity
capital to limit their own discounting costs. This prevented excessive lending,
and the Bank of France considered the measure a guarantee in its fight against
inflation.

Finally, the discussion also focused on the types of goods that could be
bought on credit. The National Credit Council wanted to encourage the pur-
chase of “useful and durable goods,” an effort that would improve “the
modernization of family life by saving labor and speeding up the [prolifer-
ation of new] home equipment.” It aimed especially at introducing domestic
appliances such as washing machines, refrigerators, and vacuum cleaners into
a greater number of French households. The television, by contrast, was con-
sidered a mere leisure product and was thus excluded until 1954.28 Unlike
British regulators, however, the National Credit Council never assembled an
official list of goods that were or were not “creditworthy.”

Regulation Measures

The earliest National Credit Council measure was adopted on July 28, 1954.
First, interest rates had to be published by the lenders, and statistics on con-
sumer credit were to be collected by the Bank of France. Second, the size
of the required down payment and the permissible length of the repayment
period depended on the types of goods purchased, as well as on economic
conditions in the country. A minimum amount for lenders’ share capital was
also set, and their ability to lend was fixed according to the amount of equity
capital they possessed (multiplied by eight or ten).

These measures, however, only concerned the banking sector, which was
controlled by the National Credit Council. Retailers remained largely free of
limiting regulations. Not surprisingly, consumer credit companies protested
against what they considered to be unfair competition. A further decree on
May 20, 1955 therefore extended these rules to the retail sector. Still, the
application process for retail-based lenders was postponed for political rea-
sons. Small-scale retailers and shopkeepers wielded considerable influence
in France during this period. For example, Pierre Poujade (1920–2003), a
bookseller turned politician, campaigned to protect shopkeepers from the
competition of big stores with considerable electoral success in 1956.29 More-
over, big firms such as Singer and the French publishing house Larousse
lobbied the Economic Ministry for exemptions.30 On January 11, 1957, the
Trade Department decided to make exceptions for some goods, including
sewing machines, books and other publications, but also musical instruments.
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The Bank of France did not necessarily support this action, but as the credit
volume for these goods was relatively insignificant, it did not insist on uni-
fied regulation. Thus, by the end of the 1950s, regulation concerned the
banking sector and most retailers. Only door-to-door lenders (or abonneurs)
who traded in credit checks remained unaffected by public regulation until
the 1966 Money Loans Law. Still, although between 1947 and 1953 the
National Credit Council had generally refused to register new consumer
finance companies, the regulatory measures adopted in 1954 opened a new
era for consumer lending in France.

Regulating Consumer Credit: Restrictive Credit Policy, 1954–66

These regulations had three major consequences. First, the lending market
became more concentrated, and the leading role of consumer finance compa-
nies was reinforced. Second, the selective consumer credit policy boosted the
development of the French durable goods industries. Third, if we consider
access to home equipment, the standard of living did not improve as much as
had been expected.

Consumer Finance Companies versus Banks

The National Credit Council encouraged specialized finance companies,
rather than banks, to grant consumer credit. According to its general
credit policy, banks were to fund the state and firms, but not individu-
als; consumer credit in the form of housing loans—unless subsidized—was
generally granted by finance companies. But, if the French banking sector—
commercial banks and saving banks (Caisses d’Epargne)—did not directly
finance consumer credit, they did so indirectly. In 1961, 89 percent of
outstanding consumer loans were financed by the banks and the Bank of
France via discounting and rediscounting.31 This circumstance explained
why the Bank of France was so heavily invested in establishing lenders’
creditworthiness ratios. Consumer credit companies had to increase their
equity capital and find partnership with a banking institution. Therefore,
the council preferred to register new large consumer finance companies, not
only because they were easier to watch, but also because they had banking
partnership, which would limit their rediscounting needs and thus the infla-
tion risk. If nothing else, the Bank of France observed, big companies offered
lower interest rates than smaller ones.

The two new largest consumer finance companies had a lot in com-
mon. Sofinco and Cetelem (both still exist, and Cetelem is currently the
consumer credit leader in continental Europe) were created in 1951 and
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1953, respectively, by senior civil servants from the Ministry of Finance,
Jack Francès and Jacques de Fouchier, who had quit government service
after the war to go into the private banking sector.32 Both of these finance
companies were partnerships between large investment banking groups
and industrial manufacturers—of furniture, in Sofinco’s case, and electri-
cal appliances, in Cetelem’s. These commercial banking groups involved the
Banque Générale Industrielle-La Hénin (Sofinco) and the Union Française
de Banques (Cetelem).33 After postwar reconstruction, their activities had
changed (one of them had received nationalization indemnities for coal
mines) and they sought new activities and capital outlets. The consumer
credit market presented a profitable opportunity as demand was high and
risks were low.

By the late 1950s and early 1960s, social security, high employment levels,
and what might be described as honest financial ethics kept French default
rates low. Less than 0.5 percent of consumer loans were not repaid. Because
of their connection to banking consortiums, interest rates offered by new
specialized lenders such as Cetelem were lower (by as much as 25 percent)
than those of competing lenders. This new competition helped to “clean
up” the market, insofar as the number of lenders declined and interest rates
decreased. The resultant concentration in the consumer credit market was
striking. In 1961, 65 percent of all consumer loans for furniture and domes-
tic appliances were granted by only two companies, 73 percent of television
loans by four companies, and 64 percent of all car loans by five companies.34

As the credit market expanded, banks became increasingly interested in
it. In 1959, they bypassed the regulatory framework, which concerned only
installment credit, and became directly involved in the consumer loans mar-
ket. Following the example set by English, Dutch, Swedish, and German
banks (on the latter, see chapter 2), they decided to try offering a new credit
product, the personal loan, to attract new customers. But this form of direct
household financing remained comparatively limited until the liberalization
of the banking market in 1966.

Support for the Automobile and Electrical Industries

Next to the lending market, the new regulatory framework also affected the
consumer goods industry. Although the National Credit Council did not
set a fixed list of consumer durables that could be bought on credit, the
selective requirements for down payments and repayment periods, defined
differently for different goods, served as tools to encourage key industrial
sectors. In decreasing order of significance (table 8.2), durables financed on
credit were new cars (half of all new cars were bought on credit in 1965),
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Table 8.2 Percentage of consumer durables bought on
credit, 1970

Product Amount (%)

New cars 47
Televisions 47
Washing machines 40
Sewing machines 40
Used cars 32
Refrigerators 29

Source: Bank of France, INSEE survey, 1370198301, box 4.

home appliances (televisions, washing machines, and refrigerators), furniture,
and—by the end of the 1960s—leisure goods such as caravans and boats.35

Consumer credit policy thus supported industrial interests. With the first
steps taken toward European integration and a common market after 1957,
French authorities wanted to protect national industries from competition by
other European firms.36 This was especially true for the electrical goods indus-
try, which was not yet as established as the French car industry. Before World
War II, most appliances had been imported from abroad, in particular from
the United States. In 1958, for example, France produced 410,000 refrig-
erators, compared to Italy’s 425,000 and Germany’s 1,350,000.37 Increases
in durable goods production reduced prices and aided national competitive-
ness. Whereas 8,000 refrigerators had been produced in France in 1947 and
sold at 1,000 francs per liter of storage space on average, 1 million were
sold at only 700 francs per liter in 1961.38 The development of consumer
credit was thus linked to broader industrial policy. French monetary authori-
ties complied with an expansion of consumer credit markets in part to boost
specific national industries.39 Unlike the United States, however, consumer
credit policy in France was less a social policy geared to expanding consumer
access to goods; it remained in the first instance an economic policy focused
on raising production targets.40 This partially explains why the growth of
consumer credit remained comparatively restricted in France even after the
reforms of 1954.

Consumer Credit Development under Control: Low Indebtedness
and Backwardness in Home Equipment

Between 1954 and 1967, outstanding consumer credit volume in France grew
by a factor of seven in constant currency. The highest increases fell in the
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Table 8.3 Average household indebtedness, 1965

Country Francs

France 154
West Germany 163
Great Britain 212
United States 1, 037

Source: National Credit Council Report, 1965.

Table 8.4 Diffusion of durable goods by household, 1962

Percentage of households that possessed item

Product France
(%)

Great Britain
(%)

United States
(%)

Television 25 78 87
Vacuum cleaner 32 71 75
Washing machine 31 43 95
Refrigerator 37 22 98
Car 33 30 75

Source: Enquête du Centre d’information et d’étude sur le crédit, July 1963.

period between 1959 and 1965, after European economic integration had
begun. Still, this increase was relatively small. If we compare the development
of consumer credit with that of all loans in France or with the country’s GDP,
it remained low. Consumer credit in France represented less than 2 percent
of all loans during this period, 1 percent in 1954 and 1.7 percent in 1965.
It accounted for only 1.6 percent of GDP in 1965—compared to 1.7 percent
in West Germany, 2.4 percent in Great Britain, and as much as 6.1 percent in
the United States during the same year.41 Average French household indebt-
edness remained similarly low compared to these other countries and did not
spike as many contemporaries feared (table 8.3).

To be sure, levels of indebtedness varied by area, income, and age. House-
hold indebtedness was highest in industrial cities among workers and salaried
employees, as well as newly married couples. Because of their desire to
equip their homes, the influence of brides—and women more generally—on
household indebtedness was considered to be especially high.42

At the same time, France’s comparatively low level of average household
debt must be seen in the context of its relative “backwardness” in terms of
household access to domestic equipment (table 8.4).
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In part, this lag in household saturation had technical roots. Electricité
de France, the country’s main power company, improved household access
to electricity only from the mid-1960s, especially with its “blue electricity
meter operation,” launched in 1963. Before, the lack of a modern electric
grid posed a significant restraint on the spread of domestic appliances.43 But
the gap in domestic equipment also had financial roots, as consumer credit
long played only a minor role in its spread—with, for example, fewer than one
out of three refrigerators bought on credit by 1970. This development was a
direct consequence of the monetary authorities’ reluctance to fully embrace
consumer credit. Even after the turning point of 1953, the Central Bank and
the Treasury maintained a comparatively restrictive policy.

Conclusion: A Malthusian Credit Policy

Postwar France’s consumer credit policy had an unmistakable “Malthusian”
character, insofar as it used quantitative measures to regulate credit. This pol-
icy served primarily the interests of the durable goods industry, in particular
those of automobile and electrical appliance manufacturers. Even after the
recovery, credit authorities continued to think that economic growth rested
more on production than consumption. In their view, consumer credit was
much more an instrument of industrial policy than a means to raise liv-
ing standards. Its purpose was mainly to expand the national market in
order to facilitate the sale of durable goods. With lower prices, thanks to
a broader market and the producers’ modernization and standardization,
French durable goods manufacturers could also compete elsewhere in Europe
after the postwar reconstruction.

This focus on production explains why the social aspect included in initial
proposals—the fight against usury—was abandoned.44 At the same time, the
regulation passed in the mid-1950s that mandated “creditworthiness ratios”
(unique to France) and minimum capital requirements for lenders indirectly
“moralized” the lenders market by eliminating the smallest and most costly of
them. But the Bank of France and the treasury agreed not to cap interest rates.
For them, high interest rates were also a means to limit the expansion of con-
sumer credit. The restrictiveness of this approach was exceptional in postwar
Europe. Even in Germany, where industrial investments and a culture of thrift
were similarly encouraged, consumer credit developed more extensively and
sooner.

The liberalization of credit ushered in the end of the credit policy shaped
in Liberation France and—with the usury law passed in 1966 and the com-
mercial banks’ admission to the consumer credit market—ultimately changed
this situation. Monetary authorities instead chose to encourage the rise of an
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effective consumer credit market, that is, a market based on information for
consumers about interest rate caps and without any authoritarian restrictions
on credit. Still, consumer credit use and its legitimacy remained an impor-
tant issue of debate in France, as the Lagarde Law on consumer credit reform
recently reminded us.45
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CHAPTER 9

From Cradle to Bankruptcy?
Credit Access and the American

Welfare State

Jan Logemann

Despite nearly two decades of sustained economic growth both in
the United States and across Western Europe, practices of consumer
credit still differed notably in the late 1960s. As one contemporary

observer pointed out, “About one-half of all Americans both approve of and
use installment credit. At the other extreme, only one-fourth of the Germans
approve of it, and only one out of ten actually has any installment debt.”1

West Germans, studies found, were much more likely to use their expand-
ing savings to purchase new consumer durables. American households also
maintained a considerable savings rate, but for different purposes. Asked in
1966 about the intended purpose of their savings, 45 percent of American
family units stated that they were saving for a “rainy day” (such as illness,
unemployment, or other emergency), 31 percent for retirement or old age,
and 22 percent for education.2 In the absence of a more elaborate, cradle-to-
grave social welfare system, Americans saw a greater need to set aside funds
for these life events and risks. In contrast to West Germans, American con-
sumers did not view saving for consumer goods as an attractive alternative to
obtaining them through consumer debt.

Fast forward to the late 1990s and early 2000s and research in the field
of comparative indebtedness and consumer bankruptcy law. Although both
overindebtedness and personal bankruptcies were on the rise on both sides
of the Atlantic during the last decades of the twentieth century, Americans
significantly outdid Europeans in both categories. The out-of-control con-
sumer debt in the United States was less often the result of excessive spending
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on consumer goods and more often the result of “passive indebtedness”
incurred in changed circumstances such as unemployment and sickness. Par-
ticularly significant were medical costs covered through payment plans and
consumer credit cards. In other words, American household debt arose more
frequently from the very rainy days that Americans once saved for than from
lavish lifestyles.3 These leading causes of consumer bankruptcy in the United
States are still much less prevalent in Western Europe. Thus, these snapshots
from the 1960s and the present suggest not only a strong interrelationship
between consumer credit use and broader social policy, but also a peculiar
side to the social practice of credit use in postwar America.

This chapter explores the larger social and political context in which
consumer credit in the United States has been embedded. Credit stands,
I argue, at the intersection of two powerful narratives in postwar American
history. First, credit is instrumental to the story of growing consumer afflu-
ence and democratic access to the “American Dream.”4 Second, any research
on credit and debt inevitably brings one to the seedy underbelly of America’s
affluent society and the comparatively circumscribed reach of the American
welfare state. Both notions, that of America’s affluent “consumer’s republic”
and that of the United States as the “welfare state laggard,” are frequently
seen as emblematic of recent American exceptionalism and provide power-
ful organizing principles for postwar historiography. Credit was central to
both narratives, yet a closer look at its role within the fabric of postwar
American society can also undermine or complicate the assumptions that
inform them.

American policy makers came to conceive of providing credit access as an
important social policy tool. This development is significant in two ways.
First, considering various subsidies and government provisions for consumer
credit, consumption financing has been one way in which recent scholarship
has argued for revising the “welfare state laggard” thesis. The American state,
the argument goes, simply provided for the welfare of its consumer citizens
by different means. At the same time, the development of credit legislation
speaks to the very real inequalities that continued to riddle American con-
sumer society and, at times, even helped to create or perpetuate a precarious
standard of living for millions of families that calls into question narratives of
continuous growth in American affluence.

My goal here is not to relate yet another story of American “exceptional-
ism.” American developments were in many ways neither unique nor outside
the context of broader international and transnational developments of the
time, as several essays in this volume illustrate. Still, the American story
of consumer credit was and remains peculiar and does not lend itself to
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narratives of postwar homogenization or global convergence toward a uni-
form American model of consumption. From a comparative perspective, the
American case is especially exceptional with regard to the social significance
accorded to credit by American policy makers.5

Let me briefly outline what I mean when I speak of credit as a social policy.
There are several dimensions to be considered regarding access to consumer
credit and its role within the context of a welfare regime.

1. Credit access can (at least temporarily) substitute for other forms of
income and thus allow access to both necessities of daily life as well as
“consumer luxuries.” In this form, credit as income can also serve as a
“safety net” to bridge periods of unemployment or sickness—areas that
also fall within the purview of the traditional social security state.

2. Credit access allows for “consumption smoothing” over the course of a
life cycle, for example, by letting young families borrow against future
income. Here, credit access can serve as a substitute for welfare state
policies such as child or family allowances.

3. Credit can be an important tool in achieving some form of social
mobility, for example, by allowing access to homeownership (and with
it asset building and social status through emulative consumption) or
higher education.

Although the social implications of credit in the first two areas were perhaps
mostly incidental, the use of credit to promote social mobility has been a more
direct aim of American social policy. It was for this reason, in particular, that
credit has been awarded an especially important role in attempts to overcome
long-standing structural inequalities in American society based on race, class,
and gender.

Finally, consumer credit—here broadly conceived to include revolving
retail credit, as well as residential mortgages and student loans—blurs the
line between the realm of private consumption in the marketplace and pub-
lic consumption often relegated to the welfare state. Housing, for example,
can be provided through private developers or public entities, and trans-
portation can be provided by a 1957 Chevy or the municipal transit system.
To the individual household, rent or mortgage payments and trolley fares
or car loan payments are equally consumption expenditures. The postwar
American emphasis on fostering various forms of consumer credit has favored
market-type consumption over publicly provided consumption and has had
a significant impact on the balance between private and public spending in
America’s affluent society.6
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Questioning the “Welfare State Laggard” Narrative: Credit Policy
and Social Mobility

Studying the development of various forms of consumer credit since the
postwar years contributes to recent scholarly efforts that have questioned
the long-prevailing paradigm of the United States as a “laggard” in wel-
fare state development. Newer scholarship tends to look beyond direct or
redistributive social spending and favors a broader understanding of welfare
state regimes, to employ Gøsta Esping-Andersen’s term.7 Political scientist
Christopher Howard, for example, has long argued that the American wel-
fare state was effectively bigger than commonly perceived by pointing to a vast
array of tax breaks and government subsidies that propped up—among other
things—a sizable chunk of private, employment-related welfare spending.8

Government guarantees for consumer loans and expanded access to credit
lines, one can argue, were part of an American welfare state regime that did
not develop along traditional “European” lines.

In many ways, the New Deal of the 1930s was a watershed moment for
the development of the American welfare state in general as well as for credit-
based social policies in particular. There were precursors, to be sure. Making
safe, nonpredatory credit available to low-income consumers had been a
central issue for many progressive activists since the last decade of the nine-
teenth century, as societal attitudes toward borrowing became increasingly
more accepting.9 Battling the evils of loan sharks and predatory salary lenders
in American cities during the Progressive Era, the Russell Sage Foundation
pushed for the abolition of outdated usury laws. Eventually, the adoption
of Uniform Small Loans Laws by state legislatures created a safe and legal
market for small personal loans. Edward Filene and the Twentieth Century
Fund similarly fought for the spread of credit unions to allow low-income
households access to safe credit.10

In the context of the New Deal, credit access became even more cen-
tral to progressive politics during the 1930s and 1940s. Lizabeth Cohen has
traced the birth of America’s postwar consumers’ republic to the politically
charged decades following the Great Depression, and Kathleen Donohue has
shown how American liberalism had come to embrace mass consumption as
a central tenet of progressive politics by the Roosevelt era.11 Credit financ-
ing would come to play a special role in New Deal liberalism’s approaches
to consumer policy. The lessons of the Great Depression, which saw surpris-
ingly low default rates, appeared to suggest that consumer credit was “safe”
from a macroeconomic perspective and, therefore, a viable tool for expand-
ing purchasing power and mass demand under an emerging Keynesian policy
paradigm.12
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The increasingly favorable view of consumer debt was partly rooted in a
diminishing association of debt with financial distress. Influential economist
Rolf Nugent—who had also worked on the credit reform efforts of the
Russell Sage Foundation—made a distinction between “deficit financing” and
“capital financing” in conceptualizing consumer credit. Deficit financing, he
argued, was true debt, because it meant consumers expanded their relative
expenditures for consumption and thus their household liabilities without a
compensatory increase in their assets. Capital financing, on the other hand,
referred to the credit financing of goods such as household durables that
tended to offset the additional liabilities incurred over time.13 Several public
social programs instituted with the New Deal had helped to decrease the need
for “deficit financing,” Nugent contended, and now an expansion of con-
sumer’s “capital financing” could be expected.14 Promoting access to credit
thus became a “progressive” means to help a broadening American middle
class acquire homes and other capital assets.

The New Deal federal government worked to promote consumer access
to credit in several areas. Title I of the 1935 National Housing Act, for
example, provided for affordable loans for home modernization. The Electric
Home and Farm Administration similarly promoted the purchase of electric
household durables on installment credit. Such policies paved the way for a
postwar era in which the Federal Housing Administration (FHA) and the Vet-
erans Administration (VA) promoted mass homeownership by guaranteeing
millions of inexpensive mortgages and the Federal National Mortgage Associ-
ation (FNMA) stabilized the secondary mortgage market to ensure mortgage
availability. Historian Ronald Tobey has thus called the 1930s a major caesura
in the shift from a savings- to a debt-based consumer society.15

The early 1940s saw an even more explicit shift to Keynesian purchas-
ing power approaches. Economist Alvin Hansen, at times referred to as the
American Keynes, was a key figure in developing the idea of a dynamic econ-
omy growing through expanded private consumption (and compensatory
government spending). His 1942 After the War—Full Employment empha-
sized the need for a “positive program of postwar economic expansion and
full employment.”16 Pent-up demand and increased productive capacities
would require a high level of postwar purchasing power. To overcome the
postwar “gap” caused by the reconversion from military to civilian consump-
tion, he proposed expanded consumer credit as one key component among
several other measures such as increased wages, the liquidation of wartime
savings, the reduction of excise taxes, as well as enlarged federal transfer pay-
ments. In contrast to France and West Germany, for example, the need for
reconstruction capital and consumer savings was relatively low after the war.
Indeed, credit policy became an integral part of American “growth liberalism”
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from the 1940s to the 1960s and part of a set of policies that aimed to
promote economic growth and expand mass purchasing power.17

The initiatives of the 1930s and early 1940s came to full fruition after
World War II. Expanding opportunities for consumer and mortgage credit
had aided economic recovery and become a huge factor in expanding pri-
vate consumption in the postwar decades. Low interest rates were a vital
monetary tool in the postwar arsenal of macroeconomic steering, involving
several federal agencies. In 1947, Alvin Hansen summarized the social and
economic impetus behind such policies as follows: “A low rate of interest
tends toward a more equal distribution of income and a higher consumption
economy.”18 Particularly under the leadership of Leon Keyserling, the newly
created Council of Economic Advisers (CEA) similarly advanced an ideol-
ogy of “purchasing power” as a framework for social and economic policy.
By 1949, the CEA felt that the U.S. economy had shown its potential for
growth and that “efforts to promote expansion of the total production and
income are more significant than measures to ‘redistribute’ the current prod-
uct.”19 Easy credit was a central element of this growth strategy under the
purchasing power paradigm, and expanded access to credit rather than direct
redistribution became a preferred social policy tool in the postwar era.

By the 1950s, consumer credit had not only attained a sense of respectabil-
ity in public perception, but it was contrasted with the poverty and
backwardness associated with the Depression era. Consumer credit promised
a new suburban lifestyle with ranch houses and automobiles for (nearly)
everybody. The power of this image of credit as the great “democratizer”
and its employment by pro-business interests became clear in the vehement
opposition to Regulation W credit restrictions on loan lengths and mini-
mum down payments during the late 1940s and early 1950s.20 Although
Regulation W merely aimed at smoothing temporary cyclical swings, it came
under heavy criticism from various sides. Commerce organizations, such as
the National Retail Dry Goods Association and the National Retail Credit
Institute, as well as banks, attacked the regulatory efforts as an affront to
the notion of consumer credit as democratic access to the American Dream.
Alfred Dietz, President of the CIT Financial Corporation explained that—
if unregulated—“consumer credit will enable millions of families in lower
income brackets to satisfy their needs for new products as these become avail-
able.”21 Other critics called Regulation W a “gross discrimination among the
American people, dividing them according to the size of their pocket books
and excluding millions from access to the American products which they need
and to which they have a right . . . .”22

Especially the credit industry increasingly framed consumer credit as
central to an “American standard of living.” As economist Clyde Phelps
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summarized, installment buying is “one of the significant factors which
influence the American standard of living, level of living, and plane of
consumption, which are, in material terms, quantitatively the highest in
the world.”23 The charge that credit regulation was discriminatory because
it effectively raised the price of credit reverberated with unions as well.
In 1952, during the reinstatement of credit restrictions due to the Korean
War, CIO Secretary-Treasurer James Carey told the House Banking and Cur-
rency Committee that curbs on installment buying “discriminate against
small wage-earners.”24 Some observers at the time likened proponents of
expanded consumer credit (ironically often banks and financial institutions)
to the populists and Greenbacks of the late nineteenth century in their fight
for a looser money supply.25

It is no surprise, then, that provisions propping up consumer credit fea-
tured prominently among those postwar policies that Chris Howard has
termed “America’s hidden welfare state.” Tax deductions—although less visi-
ble than direct governmental social spending—represented a substantial area
of government spending in the United States. Until 1986, the U.S. tax code
allowed for the deduction of interest payments on consumer credit (including
credit cards).26 Interest on mortgage debt was similarly deductable in many
instances, making household debt significantly more affordable and provid-
ing a tremendous subsidy for attaining homeownership. The most important
and well-known aspect of indirect public funding during the postwar years,
of course, were those federal subsidies for purchasing a home. Millions of
mortgages were made affordable by mortgage guarantee programs through
the FHA and the VA, as well as through the operation of the FNMA in
the secondary mortgage market as standard repayment periods were extended
from twenty-five to thirty years.27

In further areas, too, credit access served as an alternative to other forms of
social spending to provide opportunities for mobility. The Higher Education
Act of 1965 remains a watershed for higher education in the United States
and provided federal financial aid directly to students through Educational
Opportunity Grants to poor students and subsidized loans to lower-middle-
class students. The number of students eligible for subsidized student loans
grew significantly during the 1970s, and the 1978 Middle Income Student
Assistance Act (MISAA) eliminated means-testing and vastly expanded access
to the Stafford loans program. Loans thus became a central aspect of higher
education in the United States in ways that remain uncommon in Western
nations to this day.28

Such policies should be included in any consideration of postwar
American social spending, which was more extensive than frequently rec-
ognized. This social policy regime, however, was ultimately skewed toward
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middle-class consumers and their consumption patterns.29 Furthermore, in
its emphasis on providing loans for homeownership or easy credit terms for
car loans rather than the provision of public housing or public transportation,
it contributed to postwar America’s overall preference for private over public
consumption. A few critical voices such as John Kenneth Galbraith did ask if
“the bill collector [should be] the central figure in the good society.”30 For the
most part, however, Americans of all stripes tended to see credit as the great
democratizer during the postwar decades, provided it was considered safe.
Paternalistic concerns voiced by government officials and social elites about
the use of credit—as was still common, for example, in Germany or France
at the time—were largely absent in the American case.31 Instead, progressive
advocates by the 1960s and 1970s increasingly worried about overcoming
obstacles to credit access faced by women and minority groups as part of a
larger agenda of social inclusion. Yet, the inherent precariousness of credit-
based elements in the American welfare regime would become increasingly
obvious by the last quarter of the twentieth century as the postwar economic
boom faded.

Questioning the “Affluent Society” Narrative: Access Inequalities
and the Return of “Deficit Financing”

An examination of postwar credit policies in America’s “affluent society” com-
plicates narratives of democratic access to the American Dream and throws
continuing inequalities of postwar America’s consumer society into sharp
relief, as Lizabeth Cohen has so emphatically pointed out. The last quarter of
the past century saw various legislative efforts to combat such social discrim-
ination and, indeed, access to credit soared to ever new heights. At the same
time, however, a dramatic rise in personal bankruptcies and the resurgence of
“deficit credit” underscored the precariousness and unevenness of this path to
affluence.32

As Lawrence Bowdish discusses in chapter 5 of this volume, one significant
area of credit discrimination was demarcated by gender. Women—especially
if they were married, widowed, or divorced—faced numerous obstacles to
obtaining credit. The 1974 Equal Credit Opportunity Act (ECOA) aimed
to prevent discrimination in the credit market and was originally intended
to battle discrimination solely on the basis of gender. Later amendments,
however, came to include race, age, and income from public programs. The
legislation recognized that access to credit during the postwar decades had
been far from equal for many groups in spite of the democratic rhetoric
of credit proponents.33 By the 1970s, credit had come to be regarded as
a democratic right for all American consumers and, tamed by state and



Credit Access and the American Welfare State ● 209

federal legislation, a key to achieving the middle-class consumer lifestyle of
the postwar decades.

Racial discrimination especially limited credit access in the area of mort-
gage lending in the postwar era. For some time, FHA policies even supported
so-called redlining practices, which effectively excluded many minority neigh-
borhoods from access to loans. With other forms of consumer credit as
well, place of residence—for example, the zip code of a predominantly
African American neighborhood—could impact loan approval or condi-
tions.34 The 1977 Community Reinvestment Act (CRA) was one effort to
remedy discriminatory lending practices. The act required deposit-taking
banks to extend loans in all the neighborhoods of the communities in which
they maintained branches. While many of the act’s provisions have become
outdated in today’s world of specialized interstate mortgage lending, the
CRA achieved some success in providing minority neighborhoods with access
to loans.35

Although discrimination on the basis of race and gender frequently barred
well-qualified consumers from access to credit, efforts to extend credit to low-
income consumers proved even more difficult and problematic. During the
late 1960s, the disadvantages faced by poor consumers in accessing credit
had been the subject of Federal Trade Commission studies. With regard to
credit, “the poor paid more,” as sociologist David Caplovitz found, and social
activists fought for credit as a basic right.36 In Washington, D.C., for example,
Kann’s Department Store teamed up with the United Planning Association in
1969 to provide $50 in credit to 500 poor consumers, half of whom were wel-
fare recipients. Nationwide, the National Welfare Rights Organization started
a campaign to compel Sears department stores to extend $150 credit lines
to welfare families.37 Such efforts to open up credit access to underprivileged
consumers culminated in a 1982 ECOA amendment that prohibited discrim-
ination based on income from a public assistance program. Credit providers
began to issue “secured credit cards” to help consumers with “damaged” credit
improve their credit record. By the 1980s, however, a changed calculus on the
banks’ part also helped the expansion of credit to low-income consumers who
had previously not enjoyed full access to lines of consumer credit.

Finally, a 1978 bankruptcy reform act made the accumulation of con-
sumer debt considerably less risky for consumer households. Not only did
the act remove many sanctions (making it more difficult, for example, to gar-
nish wages), but it also rejected the “moralization of failure for the consumer
debtor.”38 Although bankruptcy remains a definite burden on consumer
households and jeopardizes future access to credit (especially after changes
in the law in 200539), the law provided for the possibility of a “fresh start”
by establishing either a “clean slate” (Chapter 7 bankruptcy) or a schedule of
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monthly payments (Chapter 13 bankruptcy) under less stringent conditions
(for example, allowing for the retention of some home equity or an auto-
mobile). In combination with the subsequent deregulation of credit markets,
the stage was set for a further expansion of consumer credit since the 1980s.
Some, like Federal Reserve Board member Mark Olson, hailed this expan-
sion in access as the ultimate “democratization” of credit, whereas to others it
represented the precariousness and increasing inequality of America’s affluent
society.40

To be sure, the post-1980s credit expansion was not simply a result of
legislative efforts, but coincided with a “supply-side revolution” in consumer
lending that drew on a number of factors. The deregulation of financial ser-
vices began with the 1978 Marquette ruling, by which the Supreme Court
effectively eliminated state usury levels on unsecured loans. Mortgage rates
were affected by the Depository Institutions Deregulations Act of 1980.41

At the same time, advances in credit scoring models enabled automated
approval processes.42 The same innovations that would ultimately allow for
the emergence of a subprime sector in mortgage lending also made risk-based
pricing of other forms of consumer credit possible.43 Whereas credit appli-
cants deemed “unqualified” had once been screened out, new models now
allowed for “razor sharp segmentation games . . . [and] credit control-by-risk
characterized by a segmented accommodation of varying credit qualities,” as
financial sociologist Martha Poon puts it.44 At the same time, the availability
of general-purpose credit cards grew during the 1980s, reaching ever new seg-
ments of society: first lower-middle-class and working-class consumers, then
college students and the elderly, and finally the working poor and the recently
bankrupt. The underlying rate differentials inherent in risked-based pricing
ironically often meant that less well-off “revolving debtors” now subsidized
the credit card use of wealthy “convenience users.”45

The economic growth of the 1990s was uneven. Although credit-financed
consumption soared, an increasing number of households found themselves
at the brink of financial collapse. By the middle of the decade, expanded
debt and a declining savings rate had deprived many American consumer
households of the savings that had once protected them on rainy days.46

In 1996, the national savings rate was negative for the first time during the
postwar era. At the same time, changes in the labor market left more and
more Americans unprotected by the traditional safety net of America’s wel-
fare regime. A “fringe banking” sector emerged that catered to the credit
needs of a growing segment of American society that once again bor-
rowed out of destitution and that had exhausted more traditional sources
of credit. Pawnbroking experienced a renaissance from the 1980s, partic-
ularly in inner-city, minority neighborhoods that commercial banks had
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successively abandoned. Pawn chains such as EZ Pawn, Pawn Mart, and
Cash America once again operated as the “poor man’s banks”; the number of
outlets grew from 6,900 in 1988 to about 13,000 in 1998, proliferating espe-
cially in Hispanic and African American neighborhoods.47 Auto-title lenders
and payday lending chains reemerged and have seen even more astound-
ing increases in their business, particularly among low-income consumers.
Although they were virtually nonexistent in 1990, 12,000 to 14,000 outlets
gave cash advances on paychecks by 2001, often at exorbitant interest rates.48

Most of these loans constituted “deficit” and not “capital financing,” to recall
Rolf Nugent’s 1930s distinction. This observation is underscored by the rise
in personal bankruptcy filings from 350,000 in 1985 to 1,400,000 in 1998.49

As inequalities in America’s affluent society have grown in recent decades,
credit has served as a means to compensate for limited social security.50 Credit
cards are routinely used to temporarily make up for lost income in times
of unemployment. Skyrocketing medical bills are a significant contributing
factor to bankruptcy filings. In 2007, 41 percent of the adult American pop-
ulation (ages nineteen to sixty-four) reported they had accrued debt because
of medical expenses, and 28 percent were currently paying off medical bills.
These problems were especially prevalent among the un- and underinsured,
and as many as 33 percent of those with bill problems were using general-
purpose credit cards to cover at least some of the expenses.51 Credit card use
has similarly expanded to cover the growing expenses attached to college edu-
cation. In 2006, one study found 71 percent of college students using credit
cards to cover parts of the average $6,000 gap between financial aid and actual
college expenses. Although much of this usage concerned textbooks and liv-
ing expenses, according to the National Association of Student Financial Aid
Administrators (NASFAA), nearly a quarter (24 percent) of students charged
part of their tuition on credit cards.52

In light of such numbers, some legal scholars have argued for the need
to reassess credit contracts in a society in which “consumer credit con-
tracts are not risk-taking gambles in the commodity market but often a
method of attaining the ‘standard package’ of consumer goods and services.”
This circumstance, they argue, raises the question of whether household
and consumer goods should be protected from seizure and sale. Such argu-
ments further call for “consumer welfarism” as an organizing framework for
credit contract law. Future bankruptcy reform, comparative legal scholar Iain
Ramsay has suggested, should include the principle of “social force majeure.”
Cases of unemployment, illness, and so on should fall under the general
pillars of the welfare state by “providing a legal entitlement to reschedule
payment of debts.”53 Instead, however, U.S. bankruptcy law has long since
barred the discharge of student loans and has recently seen efforts come to
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naught that would have excluded medical debt from tightened bankruptcy
provisions.54

Conclusion: The American Credit Model in Transatlantic
Perspective

In many ways, the expansion of consumer credit in the United States in the
postwar era and especially in recent decades is emblematic for an American
consumer society that economist Avner Offer has described as characterized
by high levels of inequality and risk that are offset in some ways by equally
high levels of consumption.55 Credit access as a social policy has served to
expand the possibilities of material consumption for many Americans. Public
policies subsidizing credit and battling credit discrimination have contributed
to some degree to this expansion, which became a hallmark of the American
welfare regime, broadly conceived. At the same time, credit expansion has
kept millions of consumer households in a precarious situation that belies
the promise of steadily increasing affluence long made by optimistic credit
advocates. With the end of the boom era, the absence of a well-developed
traditional social security state has forced many Americans once again to fall
back on various forms of consumer credit as a safety net to cover their rainy-
day deficits.56

Transatlantic comparisons serve to highlight the peculiarity of the
American approach. Europeans have added to their consumer debt burdens,
too, but Americans still take on considerably more liabilities. In 2007, con-
sumer debt accounted for 25 percent of disposable income in the United
States, as opposed to only 16.2 percent in Germany.57 In many ways, this is
less a consequence of differences in cultural attitudes toward consumer debt
and consumption and more one of incentives given to households. The U.S.
credit industry has certainly been particularly aggressive in tempting con-
sumers to take on ever more debt, and financial deregulation has spurred on
their efforts.

Still, it would be one-sided to overlook the progressive intentions that
overlapped with free-market policies to make the American case unique.
From the FNMA to the ECOA and the CRA, U.S. policies toward consumer
credit were driven in part by progressive hopes for social democratization.
Expanding access to credit proved politically less controversial than some
of its alternatives. Rather than redistributive spending, public services, or
extensive social safety nets, consumer credit provided opportunities for social
mobility and a safety net in case of a rainy day. The underlying premise,
of course, was that the rainy day would be the exception and continuous
growth the norm. Herein lies the dilemma of the American social model
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of postwar “growth liberalism.” Debt-financed consumption has become
central to its continued viability; however, at the same time, it poses a fun-
damental threat to the system, as the recent mortgage crisis so painfully
underscored.58

To many European observers, the American credit model has lost some
of its luster in recent decades.59 Whereas American credit institutions sym-
bolized modern consumer prosperity to many if not all Europeans in the
1950s and 1960s, the explosion of consumer debt and the fringe banking
institutions that came with it exposed aspects that certainly ran counter
to European social models. On issues such as bankruptcy law reform, the
American model may yet have a few lessons to teach Europeans. Overall, how-
ever, consumer credit is one area in which the limits of postwar convergence
or “Americanization” appear especially palpable.
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Cultures of Credit



CHAPTER 10

Economic Agents and the Culture
of Debt

Silke Meyer

It is during times of crisis that the economic system shows its other,
incalculable, constructivist face. Terms such as “credit crunch,” “credit
binges,” and “toxic loans” offer graphic descriptions of an ailing regime

we no longer trust. Indeed, when banks and states go bankrupt, when anxious
customers storm the branches to withdraw their money, and when millions
of people face unemployment and homelessness, the notion of trust—or
rather its loss—dominates newspaper discussions of the otherwise soberly pre-
sented ups and downs of the stock market, national debt levels, and currency
exchange rates. Without trust, the global market and our daily banking rou-
tines cannot work, for money and the credit business are less matters of fact,
less material and palpable, than we commonly assume. Economic markets are
cultural and social constructions, and consumers act not only as economic
agents, but also as cultural and social entities.

If credit relationships can thus be interpreted as constructions of “trust,”
the recent credit crisis can benefit from the perspective of an anthropologist
as much as from that of an economist or policy analyst. The key contribu-
tion from an anthropological credit study is the focus on the market tool
of consumer credit from the point of view of the economic agents involved.
I begin this chapter by placing relationships of credit and debt within the
framework of economic anthropology and economic history. Subsequently,
I illustrate the topicality of the recent consumer credit crisis in Germany
and elsewhere by utilizing statistical data from Schufa, the German credit
reporting agency. I then explore the cultural logic of credit motivation and
credit decisions in a case study. The collision of current developments in the
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market with this logic, that is, the high percentage of overindebted con-
sumers, is briefly contextualized within the longer history of the culture of
borrowing in Germany. Even if German consumers have been compara-
tively less prone to credit use and overindebtedness than their counterparts
in some other areas of the world—as several contributions to this volume
suggest—significant recent changes can be observed in the German case as
well. My hypothesis is that credit follows not only an economic, but also
a cultural logic, which plays an important role in the individual’s decision
making and credit behavior. Methodologically, my research is based on qual-
itative interviews with forty-five debtors and debt counsellors.1 Proceeding
from an agent-oriented perspective, I aim to arrive at an understanding of
credit transactions as social and cultural practices.

In the context of an interdisciplinary volume, culture could be defined as
the historical and discursive framework that channels collective and individ-
ual systems of perception and constructions of meaning. While the analytical
category of “culture” encompasses collective patterns of orientation and
interpretation, it also describes individual performances and practices. Cul-
ture contains frameworks for the construction of meanings through those
practices, but individual practices shape cultural patterns at the same time
by updating, innovating, and transforming them. Thus, culture is never a
secluded and self-contained system but is characterised by variety, openness,
and contingency.2

Economic Transactions and the Analysis of Culture

From an economic point of view, both partners in a credit transaction ben-
efit from it: the debtor has money available at short notice, and the creditor
receives monetary gain from the added interest. Prerequisite to the latter’s
gain, however, is trust in the debtor. For the creditor, trusting pays off in
interest, and interest and the modalities of credit are subject to a contract
that regulates the interaction and cooperation of the two partners. This con-
cept of trust has been institutionalised by credit rating systems, so that the
creditor has multiple ways of making sure of the partner’s trustworthiness.3

From the creditors’ point of view, the agency determines the degree of trust
in the debtor. From the debtors’ point of view, however, the agency’s role is
merely a statistical mirror of consumer behavior, void of the motifs of need,
intention, good will, cooperation, and individual circumstances.

Thus, economic agents act in two worlds simultaneously.4 While they
negotiate their choices and decisions within the principle of maximising their
economic benefit, they also act within or against collective ideas of cooper-
ation, sociality, and common welfare. Pierre Bourdieu captures this idea of
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simultaneity in his concept of a general economy of practice. The economic
habitus as “conditioned and limited spontaneity” is the product of collec-
tive and individual history with a subjective system of preferences and tastes;
as such, it in no way represents purely economic behavior but rather cul-
tural behavior. The agent can be described as “a collective individual”5 whose
actions are guided by discourses and patterns of orientation, but who nev-
ertheless finds room for—what might sometimes seem irrational—emotions,
spontaneity, contingency, resistance, and wilfulness.6

Today, this perspective is common currency across many academic dis-
ciplines. The gap between the model of an ahistorical and universal homo
oeconomicus and the idea of an individual whose decisions are shaped by the
cultural specifics of its social environment has long been overcome. For the
last ten years, approaches like the New Economic Criticism have provided
a framework for interdisciplinary studies that successfully bridge the divide
between culture and the economy.7

But how can cultural analysis help us understand the credit business? Max-
imizing strategies through cooperation can only be successful if the behavior
of my partner or partners is predictable. This is where culture provides a cru-
cial link: an anthropological concept of rational choice does not universally
proclaim individual benefit as the best outcome, but instead focuses on indi-
vidual decisions under specific conditions. A cultural theory of credit does
not ask whether people maximize their benefit but, rather, how different
forms of benefit are ranked and converted into each other individually and
group-specifically. Maximizing is not a universal human strategy but becomes
a cultural construction shaped by individual and collective histories. In other
words, the homo oeconomicus is a homo sociologicus and a homo culturalis at the
same time.8

Credit as Exchange Relation

Economic behavior as a social act is the seminal interpretation of economic
transactions in anthropology. Following Marcel Mauss’s key study, The Gift
(1923–24), giving, taking, and reciprocating are elementary representations
of a social order created by exchange. According to Mauss, if we want to
understand a society, then we have to learn how to interpret its patterns of
exchange, the key to which can be located in its understanding of the gift.
Mauss describes the character of each gift, even if it appears selfless, volun-
tary, and spontaneous, as “constrained and self-interested.”9 The constraint
lies in each received gift having to be reciprocated within a certain time limit.
The more time that lies between giving and reciprocating, the higher the
giver ranks the creditworthiness of the receiver.10 If reciprocity is impossible
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for economic or social reasons and the exchange created debts, the process
results in a social bond between the two relevant parties. These obligations
turn the gift into a structural element that allows social ties to form over
distance and outside a community of relatives and neighbors. Credit can be
regarded economically as a gift with a countergift of repayment plus interest.
Socially, credit is a gift of trust with the countergift of obligation, sometimes
accompanied by gratitude and loyalty. The logic of credit as a gift highlights
the character of loaned and borrowed money as social glue. Debts build rela-
tionships, and they help to determine one’s position in society. Therefore,
credit possesses cohesive power and creates networks of obligations.

Economic Markets and Social Networks:
Historical Credit Culture

Credit as a network of obligation has long been the focus of economic
history. Recent studies underline that both the economic benefit and the net-
work character are leading principles for premodern and modern economies
alike. This research reveals the coexistence of personal and institutional credit
systems from the seventeenth to the twentieth centuries. Credit and debts
retained their informal character parallel to the development of cooperatives
and banks.11 Historical research thus demonstrates a plurality of institution-
alized and private credit sources, which means that the credit machinery
was based on personal, as well as institutionalized, notions of trust (Niklas
Luhmann), as Georg Fertig can show for the Westphalian country mar-
ket. Although lawyers and contracts increased in importance throughout
the nineteenth-century credit market, they did not eliminate private credit
or loans with informal conditions based on the personal reputations of the
debtors within their communities.12

Reputation was social and economic capital in historical credit cultures.
With regard to prestige, standing, and symbolic capital, Craig Muldrew
refutes Max Weber in his interpretation of the individual’s market behavior as
an expression of the spirit of capitalism. In the case of the early modern credit
market at King’s Lynn, Muldrew shows that all the guidebook advice given to
tradesmen about diligence and frugality—for example, in Daniel Defoe’s The
Complete English Tradesmen (1727)—was not directed inward to the individ-
ual’s beliefs but outward into the community with the aim of establishing a
reputation. “What mattered was not an internalised or autonomous self, but
the public perception of the self in relation to a communicated set of both
personal and household virtues.”13

Credit was nothing new in sixteenth-century society, as Muldrew freely
admits. What was new, however, was the volume of transactions and the
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number of private consumers who used credit. The reason was the limited
amount of paper money and coins in the face of a quickly growing desire
to consume and thus an increasing number of transactions. When there was
literally not enough money to buy commodities, one could always possess
them on credit. And debts brought together all walks of life: the poor, as well
as the rich, were drawn into credit relationships, city people and country peo-
ple alike. Credit was a necessity, experienced throughout society, and thus it
transformed society as a whole. Communities might have been divided by
religion and politics, but they were united through a tight web of obligations
by loaning and borrowing money. Because one could not survive without
credit, people lived with an eye toward reputation, monitoring their own
conduct and keeping up their social standing.

Other studies underscore this socially disciplining role of credit. Laurence
Fontaine shows that, in the High Dauphiné region, credit relations extended
for extremely long periods and in complex structures.14 Many people were
debtors and creditors at the same time, as can be seen in a Nuremberg broad-
sheet that shows “the death of credit.” Credit is laid out in the middle of
the marketplace and surrounded by distressed tradespeople, wringing their
hands over what they will do without her. The same trades can be found
in the booths and stores around the marketplace in the background of this
illustration, this time in the role of creditors. “The death of credit” motif was
widespread in Europe. Folklorist Adolf Spamer has collected Polish, English,
French, and German examples that date back to the sixteenth century. His
most recent examples, from the 1920s, are banners and pictures in the style of
obituaries that announce the death of credit in taverns and bars (figures 10.1
and 10.2).15

Rather than paying back the money they borrowed, people maintained
their debts in order to make sure of loyalties. On the one hand, creditors did
not always demand payment in order to maintain their network of credit and
reputation. On the other hand, even debtors did not always strive to become
free of their obligations, as Margot Finn shows with the example of the painter
Benjamin Haydon. Haydon, chronically in debt, was disappointed with his
baker, who had deferred his bills but was now demanding his money: “This
debt was for my baker’s bill whom I had always promised to pay in my trou-
bles out of the first sum of any amount I received. Does he thank me? Not
he. He is just as likely, now that he is safe, to behave ill as a stranger.”16

Owing money meant participating in a network of obligations, and repay-
ing those debts amounted to canceling this membership. Reinhard Johler
investigates the local community of St. Leonhard in Austria where, until the
beginning of the twentieth century, all monetary transactions were under-
taken on a specific day. On the first Monday of Lent, debtors and creditors



228 ● Silke Meyer

Figure 10.1 The death of credit, ca. 1925
Source: Estate Adolf Spamer, Institut für Sächsische Geschichte und Volkskunde, e.V., Dresden

Figure 10.2 Death announcement
“I hereby announce to all my customers, guests, and friends that my best friend credit just passed away.
Therefore, I ask you all to kindly pay straightaway.”
Source: Estate Adolf Spamer, Institut für Sächsische Geschichte und Volkskunde, e.V., Dresden.

came together on a bridge to settle their affairs. If a debtor was unable to
pay, he still had to pay his dues by showing up. In many cases, the meeting
was not about repaying the money and liquidating the debts. New deals were
negotiated, and debts were passed on and exchanged. If a debtor failed to
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make an appearance, however, he lost his honor within the community and
could no longer rely on obtaining credit in this region. The local newspaper
Burggräfler described conditions in 1890: “A debtor who does not come to
St. Leonhard on this day loses his creditworthiness not only with his credi-
tors but in the entire valley. . . . If he cannot pay, the creditors are willing, in
neighborly fashion, to make new arrangements, but everyone with an obli-
gation must come.”17 Historical studies agree on one aspect: while the credit
system witnessed a process of professionalization with the establishment of
banks, the spread of cooperatives, and the increasing importance of lawyers in
the process of lending and borrowing money, it maintained its personal char-
acter well into the twentieth century. Informal arrangements accompanied
the emergence of a formal credit market. To place historical and contempo-
rary credit practices into merely an economic sphere would thus overlook the
variety of their social and cultural implications.

Credit in Contemporary Society

Most anthropologists and historians accept the argument of credit as a social
obligation in regard to peasant societies and face-to-face communities past
and present. Contemporary credit culture, however, is often viewed in a
different and somehow colder light. But the evolutionary and slightly roman-
ticizing narrative of a “Great Transformation” (Karl Polanyi) from intact
societies with socially embedded forms of monetary relationships to mod-
ern societies with disembedded and abstract economic transactions does not
suffice for the complexity of either historical or modern societies.18 In both
cases, credit must be analyzed as an economic and a social transaction, for the
two transactional orders might create contrasts within a society or group, but
not between societies. There is no good or bad, no personal or impersonal,
embedded or disembedded way of dealing with credit that might reflect on
better or worse social structures.19 As will be shown below in interviews with
contemporary consumers in Germany, the notion of credit as a social obliga-
tion with cohesive power also prevails in our contemporary society. It is worth
giving modern societies some “credit” and examining their debt relations as
social relations, too.

The German Consumer Credit Crisis in Numbers

Sociocultural analysis becomes all the more relevant when everyday practices
and needs collide with the economic system. In other words, sociocultural
factors become particularly important in times of crisis, when debts become



230 ● Silke Meyer

excessive, which the data below shows is increasingly the case for consumers
in Germany.

For the German credit market, Schufa has collected the credit histories of
consumers since the 1920s, as Larry Frohman discusses in chapter 6.20 The
total number of people with excessive levels of debt in Germany is difficult
to determine; however, estimates for 2009 range around 6.2 million, which
would amount to more than 9 percent of the population.21 Almost 40 per-
cent of all households finance their consumption partially on credit, which
includes installment plans, credit cards, overdrawn bank accounts, and other
forms of consumer loans.22 About 8.5 percent of all people aged eighteen
and older have negative entries on their Schufa records; that is, they have
displayed conspicuous credit behavior in the form of delays in repayments,
defaults, or even personal bankruptcy filings.23 In absolute numbers, 5.5 mil-
lion people find themselves on the often slippery slope from indebtedness to
overindebtedness.

Overindebtedness occurs when a debtor’s spending—including loan pay-
ments and added interest—exceeds his or her income on a regular basis.24

However, this condition does not automatically equal personal bankruptcy.
Credit counsellors use the term “relative indebtedness” to describe people
whose income does not cover all their financial obligations, but whose liv-
ing expenses have been reduced to a limit that exempts their property from
seizure. In Germany, this limit is fixed at ¤989.99 for a single person
(¤1,359.99 with one child,¤1,569.99 with two children). Child allowances
and other social benefits are not seizable. “Absolute indebtedness,” by con-
trast, refers to a debtor’s inability, by and large, ever to fulfil his or her
obligations. Taken into account in such cases are only consumer debts stem-
ming from rent and alimony payments; gas, water, and telephone bills;
obligations to telecommunication, mail order, and insurance companies;
and money borrowed from friends and family. Mortgages, however, are not
included.

In contrast to the United States and other countries in which this option
has long been available, filing for personal bankruptcy only became legally
possible in Germany in 1999.25 Between 1999 and 2007, nearly 800,000
consumers have made use of this new way out of debt. Whereas in 1999
average debt levels before bankruptcy amounted to around ¤180,000, that
sum decreased to ¤59,000 in 2007.26 This reduction can be explained
in part by the option, since 2002, to defer legal fees, which opened the
solution of personal bankruptcy to destitute debtors, too.27 The lower
sum could also suggest, however, that debtors find their way to court
earlier and more easily and that bankruptcy has become less socially
stigmatized.
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Living with Debts: Credit Practices between Inclusion
and Exclusion

From the hypothesis that debts operate as networks, we can deduce the
anthropological function of credit. As the objectification of a social relation,
credit plays an integrative role for the individual. In contrast to a simplistic
reading of debts as exclusively tainted with embarrassment and feelings of
social exclusion, credit on a praxeological level includes individuals in two
ways.28

First, credit enables affiliation with a consumer society by allowing the
individual access to a symbolic language of membership. People borrow
money to purchase status symbols and means of distinction that promise
social acceptance and integration. Expressions in interviews like “to be part
of something,” “to participate,” or “to join in” show how important the
role of membership in consumer society is for individual credit motivation.
For their part, banks advertise aggressively with images of status symbols
and luxury goods.29 Obtaining a loan means gaining access to a world of
dreams and unlimited possibilities beyond the boundaries of class or income.
Credit allows immediate fulfilment of desires without years of tedious wait-
ing or the crushing difficulties of work. The discourse of inclusion through
consumption is a powerful tool of the credit industry.

Second, consumption on credit enables more than participation in a
consumer society by owning prestigious goods. Credit approval and freshly
borrowed money from the bank are symbols of creditworthiness and there-
fore markers of social acceptance and trust. In this cultural logic of debts,
credit itself becomes an indication of creditworthiness and thus a symbol
of social status and respectability. Georg Simmel recounted the story of an
English tradesman who once explained, “a common man is he who buys
goods by cash payment, a gentleman one to whom I give credit.”30 In this
way, Simmel designated receiving credit as a more reputable transaction than
paying in cash.

Creditworthiness means passing the credit assessment, experiencing com-
petence, and enjoying trust. Credit approval turns into a positive experience
of inclusion, as can be seen in the interview with a thirty-nine-year-old archi-
tect from Dortmund, whom I shall call Milena Basiç. Her debts entailed
bank overdrafts, three maxed-out credit cards, a loan with her bank, and
debts to family members. At the time of the interview, the single mother
was¤18,000 in debt and had no job to provide regular income. In 2004, she
filed for personal bankruptcy, and she was out of debt by 2010.

Milena Basiç’s responses are exemplary for an economic agent acting in
two worlds. She speaks about the first debts she incurred as a student as if
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they had been investments at the stock exchange. In fact, she bought some
shares during that time, too. “Well, it was not really taking a risk, the stocks
were high and I did some real research. . . . I checked all the options and the
fine print, compared the different offers, talked to people. It was a sound
investment, also in my own future, my degree. . . . Well, and then, yeah, the
market went bust and I had to write it off.” Although she lost most of the
money she had borrowed from the bank on the stock market, she felt self-
supporting during her student years: “I made it alright through my studies
and for myself. I always had a job when I was a student and thus enough
money. And, after my studies, it was normal for me that things would look
up and I would be able to afford more.”31

In a sense, by relying on her education and qualifications, Milena Basiç
took out a loan on her biography. She assumed that her profession as an
architect would provide for a better lifestyle than she could afford as a student
and kept spending on travel, changing apartments, and leisure. “Everybody
did this. We had finished our studies and had free time, and I so longed to
finally afford something for myself after all those years as a student.” Her
habitus as a professional—not her actual income, for she was not working as
an architect at the time—directed her toward anticipatory consumption.

The interview reveals different layers of her understanding of credit. She
regarded her first loan as an investment in the future and speaks about
the credit deal with business terms: “stocks,” “fine print,” and “writing off.”
She reframes this loan to make clear that she was not under pressure and
valued the money as a capital asset.

Subsequent debts guaranteed her standard of living and her participation
in consumer society. For her, this mostly entailed traveling. She is not embar-
rassed to be in debt, because “many people have debts, especially these days.
That’s quite common.” At the same time, she distances herself from an image
that in her view describes the usual situation: “In my case, it is not your typical
debtor who orders on the internet and cannot stop consuming.” It is interest-
ing to note how she addresses her debts openly and confidently, but conjures
up an image of indebted consumers from which she fervently distinguishes
herself.

When she needed more money and again turned to the bank, she recounts
the situation as a positive experience. The fact that the bank was willing to
refinance her debts and give her a bigger sum than she needed gave her con-
fidence in herself: “I felt all grown-up that they would give me that much
money. As long as they give me money, I thought, it can’t be that bad. And
you can decide for yourself. You are an active part in this. . . . And as long as
they talked to me and made me new offers, I was not all that upset. Only
when they stopped talking to me at the bank, then I felt like an outcast.”
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Milena Basiç’s response is exemplary for an understanding of credit as
recognition. She interprets the symbolic function of credit as inclusion in a
social structure. The economic logic of credit is thus turned around. Whereas
creditworthiness comes first and is logically followed by credit approval, the
cultural logic of credit works the other way around. Milena regards the fact
that she received money as a sign of her creditworthiness. Credit is allocated
an almost indexical character of creditworthiness. Especially in those situa-
tions when she cannot offer any security to the creditor and yet still receives
money on her bank account, this debtor looks upon credit approval as an act
of integration.32

Further motivators are the experiences of competence and choice; she
calls this “[feeling] all grown-up.” Many interviews show that credit conveys
and—in some cases—restores the freedom of choice and decision making in
consumption as a means of defining identity. Milena Basiç says that—apart
from the first loan—she borrowed money for no special purpose: “Well, that’s
the thing. Nothing much really. It is not that I had something in mind which
I had always wanted and now I could go and get it. And it certainly was
not the luxury holiday or the pretty designer dress. It was more the having
of the money, being able to spend it on this and that. Of course, I needed
those things too. But perhaps not in that price range and not at that time.”
Her answer shows an individual credit practice at odds with the advertising
discourse. She derides the common credit motivation of luxury and status
symbols. To her, the freedom that money conveys was motivation enough to
obtain credit. The freedom of making one’s own decisions accompanied the
economic benefit of having money available on short notice. Milena Basiç
could do the math. She knew about the unfavourable interest rates of 12 to
18 percent. But crucial for her decision was the social benefit of inclusion and
self-determination.

The effectiveness of the social character of debts can be seen in Milena
Basiç’s attitude toward personal bankruptcy. This procedure plays an impor-
tant role in the interview. “I was really afraid of it. Not to pay back my debts,
how is that going to work?” When she filed for bankruptcy, she no longer
had any debts with her friends or family. Thus, although the only outstand-
ing debts were with banks, mail-order, and telephone companies, she suffered
from a bad conscience—and not because she could not repay her debts, but
because she had ended the credit relation. The social character of credit still
works between an individual and an institution: “Of course, I would have
wanted to pay my debts. Like this, I feel bad every time I walk past the bank.
I know that this is wrong, just leaving. If everybody did it, it would not
work. And if I need money now, who should I turn to?” With the declara-
tion of bankruptcy, she shed her obligations to the banks. At the same time,
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however, she also disposed of the social relationship that might have helped
her out of a potential predicament in the future. Her refusal to reciprocate by
filing for bankruptcy severed all social ties.

Precarious Relations: From Saving to Borrowing

With the caesurae of two world wars and their drastic effects on the economy,
postwar credit culture in Germany witnessed a number of consumerist devel-
opments. The first high demand for loans took place from the mid-1950s
to the mid-1960s, when the scars left by World War II had begun to heal.
In the immediate aftermath of the war, lending and borrowing in order to
cope with daily needs had still been stigmatized as a last resort in times of
crisis. In the mid-1950s, however, when the economic situation started to
consolidate with increasing incomes and a secure job market, people began
to consume more than the bare necessities, and they increasingly did so on
credit. Sought-after products included radios, furniture, and white goods such
as washing machines, as well as scooters and cars.33

With plenty of money in their safes, banks began to find the credit busi-
ness attractive, too. As discussed by Rebecca Belvederesi-Kochs in chapter 2,
German savings banks were the first to introduce consumer credit in 1952.
Still, those credit offers were initially purpose-bound, which meant that
potential borrowers had to explain to the bank’s loan officer what they
intended to do with the money, where, and when. Such purpose-specific
access to credit declined during the 1960s, as the customer experienced
revaluation as a responsible consumer and credit underwent a process of
democratization.34 To borrow money for any purpose became a possibility
for almost everybody, and credit turned into an integral part of consumer
life, an everyday helper.35 Pierre Bourdieu has called this process—slightly
ambivalently—the “personalization of credit.” With this personalized credit
plan, the guarantee was established in the notion of every client having a per-
manent income. What used to be conveyed only to clients with calculable
and predictable careers was now open to the new clientele of middle-class
wage earners. Their creditworthiness was defined bureaucratically with a set
of data based on expected earnings, family size, life expectancy, and so on.
In this way, credit became available to a larger group of consumers and was
turned into a support of their purchasing power.36

Whereas in 1954 the conservative voice of national economist Wilhelm
Röpke still proclaimed the superiority of saving over spending, warning
against taking out consumer loans, which he characterized as “disruptive,
irresponsible, gypsy-like,” and freeloading,37 by the 1960s consumer credit
had become a driving force of the new economic prosperity in Germany. The
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stigma of “squandering money one did not have” slowly yielded to a pattern
of consumption and distinction.

The credit market peaked again in the 1990s, following German reunifi-
cation and another period of higher incomes, as well as a sound job market.
Whereas the first peak was partially mirrored in the boom experience of many
other Western nations, it was also rooted in the more nationally peculiar
experiences of war and heavy inflation. This second peak seemed even more
in tune with broader global developments.38 Why, however, did this credit
behavior now lead to a credit crisis? Are we witnessing a new “pathology of
affluence”?39

Conversations with debtors about their dealings with banks and finance
companies frequently point to how things appeared “really quick,” that they
received money “immediately” and that the whole affair was “easy” and “not
complicated” at all. It is noticeable that the interviewees’ responses repeat
bank advertisements for products like instant credit or online credit. One
twenty-three-year-old nurse—let us call her Denise Stamm—exemplifies this
trend: “I received a flier in the mail and they said it was really easy, apply
online and all that, and that I could do with the money whatever I wanted.
And it was like that, at first.” When asked if she had ever spoken to a clerk,
she replied, “No, I was not so keen on getting another refusal in person. They
did not want to know much in the form, just wanted a copy of my paycheck
and a picture ID and that was it . . . . It was so quick, I did not take it all that
seriously myself.”40

Denise Stamm’s answer not only shows her hesitation to contact the bank
personally for fear that she would feel rejected and excluded, but it also high-
lights how the online credit offer seemed less binding, less effectual, so that
she “did not take it all that seriously.” Debt counsellors also note that the
highest failure of credit repayment occurs with exactly these new consumer
options. These loans are advertised and sold by focusing on the immediacy of
the moment. And when credit itself is a means of interfering with the order of
time,41 because it allows instant indulgence of desired goods without saving
or waiting, instant credit exponentiates this notion even further. Time, how-
ever, is needed in order to establish an exchange relation: with quick credit
offers online or over the phone, the exchange is one-sided and without the
duty to reciprocate.42

Bank advertisements verbally and visually express the anonymity and the
lack of personal counselling. Many images seem like personal holiday photos,
or they are cropped like snapshots. The advertising language is deliberately
simple, like spoken language: “know what’s up right away” (sofort wissen, was
geht); “just off to get some money” (nur mal eben Geld holen). Promises of fair-
ness, convenience, and security carry the signature of the chair of the board.43
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All in all, one can interpret this advertising strategy as compensation for the
lack of face-to-face contact between borrower and lender. The individual cir-
cumstances of the client—his or her real income and obligations—play no
role in the transaction. The credit agreement is virtual rather than personal.

Conclusion

Credit is an incorporating transaction that establishes and maintains social
relations. From the point of view of the private debtor, the sociocultural
mechanism of gift and countergift holds true in our contemporary soci-
ety, too. This understanding of debts has not undergone a transformation;
credit relations are still based on the reciprocity of a culture of trust and
creditworthiness. But with the lack of personal contact and individual
counselling, the cultural logic of credit as a means of distinction and long-
term social obligation no longer prevails. The results are overindebtedness,
defaults, and even bankruptcy. Debts have become mere consumer options;
social relations have turned into precarious relations.44

Now is it rational to take on more debt than one can afford? Do borrowers
not see the false promises of advertising and the tricky conditions of their
credit policy? Why do they choose to overlook certain details and focus on
others? An initial answer must link their choices to the dominant discourse
on consumption. Symbols of freedom, luxury, and prestige are sold easily in
modern credit economies, in which credit industries play upon the utopian
notion of total social mobility. But there is more to the matter than the
temptation of affluence.

Debtors’ choices are rational with regard to their economic habitus: the
need to keep up appearances pays off emotionally and socially; habitus as
orientation saves on time, calculations, and information costs; the interpre-
tation of credit as creditworthiness corrects biographical narratives and shifts
perceptions of identity. All in all, the economic habitus does not distinguish
between financial, emotional, or social decisions.45 As Thorstein Veblen put
it, the economic agent is not merely a “bundle of desires . . . but a coherent
structure of propensities and habits.”46 Consumer habits do not rely solely
on rational planning in the narrow economic sense but rather also on expe-
rience and cultural patterns, and the level of consumer spending is affected
not only by present income, but also by past or future income. Therefore,
borrowing beyond one’s economic means can make sense, simply because the
social, emotional, and cultural gains by far outweigh even the high interest
rates.

Anthropologists cannot solve the debt crisis, but we can contribute to
understanding this development in our societies by examining agents’ reasons
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for running up debt. Credit relations are embedded in a system of social inte-
gration and cultural values. If one separates economic acts from their cultural
context, like the new business models of instant credit or online credit have
done, individuals act contrary to the structural patterns of their previous prac-
tices, society collides with its own cultural premises, and the consequences
reverberate throughout the socioeconomic system.

Luckily, interdisciplinary research is no mere hypothetical intellectual
game. One of the reactions to the debt crisis is a renewed legal directive of
the European Parliament and Council that corrects shortcomings in banks’
credit offers, effective as of October 31, 2009.47 It prescribes that credit
advertising has to become more tangible inasmuch as the contract must be
documented on paper or a permanent data carrier, not online, and it must
provide the address and other contact details for the creditor or credit inter-
mediary (art. 10), thus conveying a bricks-and-mortar character to the credit
business. There must be a cooling-off period of fourteen days, during which
the consumer may retreat from the contract (art. 14), thus removing speed
from credit deals and reintroducing the element of time lacking with instant
credit. Most importantly, the lending institution is obliged to confirm the
creditworthiness of the consumer (art. 8) and grant credit only where credit
is economically warranted. Together, these rules restore the cultural logic
of debts and reestablish the prerequisite of credit transactions as exchange
relations. In short, credit transactions are reembedded in culture.
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CHAPTER 11

Japan and the Western Model:
An Economist’s View of Cultures

of Household Finance∗

Charles Yuji Horioka

It is commonly believed that the Japanese and other Asians are penny-
pinchers and savers and that Americans and other Westerners are
spendthrifts and borrowers, but do the data bear out this conventional

wisdom? The purpose of this chapter is to shed light on this question
using data on household wealth (assets) and indebtedness (liabilities) from
the Organisation for Economic Co-operation and Development (OECD)
on the Group of Seven (G7) countries, the world’s seven major indus-
trialized countries. I then explore why the conventional wisdom is—or is
not—correct.

Looking at previous analyses of this topic,1 Andrew Gordon also explores
the prevalence of consumer credit in Japan but takes a more historical
approach, confines his comparisons to the United States, and focuses pri-
marily on installment plans used to finance the purchase of consumer durable
goods. Charles Horioka also considers whether the Japanese are unique, look-
ing not only at their assets and liabilities, but also at their saving rates,
consumption levels, and consumption patterns. The present investigation dif-
fers from these earlier studies in that it takes an economic approach, compares
Japan to all of the other G7 countries, considers the total liabilities of house-
holds, focuses on liabilities and assets, and analyzes data for a longer period of
time, that is, 1955–2008 for Japan and 1980–2008 for the other countries.

In the first section, I present data on household wealth and indebtedness
for the G7 countries; in the second section, I discuss trends over time in



244 ● Charles Yuji Horioka

Japan; and in the third section, I speculate about the causes of household
borrowing behavior in Japan.

Data on Household Wealth and Indebtedness for the Group
of Seven Countries

In this section, I present data on the household wealth and indebtedness of
the G7 countries taken from the OECD Economic Outlook, a semiannual
publication of the OECD.2

Before turning to the results, I provide definitions of the various cate-
gories of wealth and indebtedness. Household wealth or assets can be broken
down into two broad groups: financial assets (consisting of bank and postal
deposits, negotiable securities such as bonds and equities, life insurance, etc.)
and nonfinancial assets (consisting mostly of land and housing).

Similarly, household indebtedness or liabilities can be broken down into
two broad categories: mortgages (housing loans) and all other liabilities.
However, this breakdown is not available in some countries (France and
Italy), and in these countries, loans are broken down by the period of maturity
(short- and medium-term loans versus long-term loans in France and short-
term loans versus medium- and long-term loans in Italy). However, for ease
of exposition in these cases, I will use the term “mortgages (housing loans)”
even when the data pertain to long-term or medium- and long-term loans
and the term “nonhousing loans” for all other liabilities.

Finally, I use two measures of household wealth that take account of both
wealth (assets) and indebtedness (liabilities), because indebtedness (liabilities)
should be regarded as a negative asset or as an offset to assets. Net financial
wealth is calculated as financial assets minus total liabilities, and net wealth
(the broadest measure of household wealth) is calculated as total assets minus
total liabilities.

Table 11.1 shows data on the ratios of these various categories of house-
hold wealth and household indebtedness to household disposable income for
the G7 countries between 1980 and 2008 (for the end of each respective cal-
endar year at five-year intervals between 1980 and 2005, as well as for 2008),
except that 2007 data are shown in cases for which 2008 data were not yet
available. For ease of exposition, I will write 2008 even when the data pertain
to 2007.

Data on Household Indebtedness

Because the focus of this chapter is consumer credit, I look first at data on
household indebtedness (liabilities). As can be seen from table 11.1, Japan
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(the only Asian country in the sample) ranks first with respect to the ratio
of total liabilities to household disposable income in four of the seven years
(1985, 1990, 1995, and 2000) and relatively high in the other years, too
(second in 1980 and 2005 and fourth in 2008). This ratio ranged between
77 and 135 percent in Japan between 1980 and 2008, meaning that total
liabilities exceeded household disposable income in most years!

Americans are believed to be far more prolific borrowers than the Japanese,
partly for cultural reasons and partly because housing loans and other forms of
consumer credit developed far sooner and to a far greater extent in the United
States than they did in Japan; however, according to table 11.1, Americans
are only about average with respect to the ratio of total liabilities to house-
hold disposable income, ranking between second and fifth in all seven years
for which data are shown, below Japan in six of the seven years, and tied
with Japan in the remaining year (1980). Thus, the conventional wisdom
concerning Japan and the United States seems to be totally mistaken; the
behavior of households in the two countries is the opposite of what it is
purported to be.

Looking at the other G7 countries, the ratio of total liabilities to house-
hold disposable income is relatively high in Canada and the United Kingdom,
relatively low in France and Germany, and lowest by far in Italy, where this
ratio ranges from only 8 to 72 percent. Thus, there is considerable varia-
tion even among the Western countries, but virtually all of them rank below
Japan with respect to the ratio of total liabilities to household disposable
income.

I look next at the two major components of household indebtedness
(liabilities)—namely, mortgages (housing loans) and nonhousing loans to
see which is responsible for Japan’s surprisingly high liability-to-income
ratio. It is widely believed that the availability of mortgages (housing loans)
was expanded in Japan before the availability of other types of consumer
credit. For example, the former Housing Loan Corporation (Juutaku Kin’yuu
Kouko), whose purpose was to make low-interest housing loans to low- and
middle-income households, was established by the Japanese Government in
1950, whereas the expansion of consumer credit came much later, hindered
in large part by government regulations, as discussed by Gordon in chapter 3.
Moreover, the ratio of housing prices to household disposable income is much
higher in Japan than it is in most other countries. For both reasons, one would
expect the ratio of mortgages (housing loans) to household disposable income
to be relatively high in Japan. However, this expectation is contradicted by the
data in table 11.1, which show that the ratio of mortgages (housing loans) to
household disposable income in Japan is near the bottom of the G7 countries
(fifth or sixth in all seven years), ranging from 31 to 65 percent.
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By contrast, the ratio of mortgages (housing loans) to household dis-
posable income in the United States is near the top of the G7 countries
(second in most years, third in one year, and fourth in one year), reaching
between 50 and 99 percent. (Note parenthetically that this ratio increased
sharply—by 30 percent—during the 2000–05 period, presumably as a result
of U.S. government policies to increase the availability of housing loans to
the low-income population, an action that precipitated the subprime-related
financial crisis that spread from the United States to the world economy as
a whole.)

Thus, the relative rankings of Japan and the United States are reversed,
depending on whether one looks at total liabilities or mortgages (housing
loans), which suggests that the relatively high ratio of total liabilities to house-
hold disposable income in Japan is the result of the relatively high ratio of
nonhousing loans to household disposable income.

The other G7 countries have similar ranks, whether one looks at total lia-
bilities or mortgages (housing loans), with Canada and the United Kingdom
ranking relatively high for both, France and Germany relatively low, and Italy
seventh (last) in all years.

Looking next at direct evidence on the importance of nonhousing loans,
the data in table 11.1 show that Japan ranked first with respect to the ratio
of nonhousing loans to household disposable income in all seven of the years
for which data are shown, with this ratio ranging from 46 to 81 percent.

By contrast, the United States ranks between third and sixth—lower than
with respect to the ratio of housing loans to household disposable income in
all but one year, and below Japan in every year with respect to the ratio of
nonhousing loans to household disposable income, this latter ratio ranging
from 26 to 34 percent. As for the remaining countries, the ranks of Canada,
Germany, and Italy are roughly the same in the case of both housing and
nonhousing loans, whereas France and the United Kingdom ranked lower
with respect to nonhousing loans than they did for housing loans.

In sum, Japan devotes a relatively high proportion of total consumer
credit to nonhousing loans (more than 50 percent except in 2008); France,
Germany, the United Kingdom, and the United States devote a relatively
high proportion of total consumer credit to housing loans; and Canada and
Italy are somewhere in-between. Thus, contrary to the conventional wisdom,
the Japanese have been the most prolific borrowers among the G7 countries,
at least until 2000, and they have been especially prolific borrowers of non-
housing loans. However, it should be noted that nonhousing loans include
not only noncollateralized loans used to finance consumption, but also other
items such the interfirm credit and trade credit of private unincorporated
enterprises, which are part of the household sector. It could well be that
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nonhousing loans are relatively more important in Japan because interfirm
and trade credit are comparatively more important, which in turn could be
because private unincorporated enterprises are relatively more prevalent in
Japan.

Data on Household Wealth

The present discussion has focused on the ratio of indebtedness (liabilities)
to household disposable income, but this can be a misleading indicator of
the magnitude of indebtedness because it does not take account of the oppo-
site side of the household balance sheet—namely, household wealth (assets).
A high liability-to-income ratio is not necessarily a problem if the household
has a considerable amount of wealth (assets), that is, a high wealth-to-income
ratio. Conversely, even a low liability-to-income ratio may be problematic if
the household has little or no wealth (assets), that is, a low wealth-to-income
ratio. Thus, I now turn to data on household wealth (assets).

Looking at the ratio of total assets (the broadest measure of household
assets) to household disposable income in table 11.1, Japan ranked first with
respect to this ratio in three out of the seven years for which data are shown,
second in two out of the seven years, and third in the remaining two years,
with this ratio ranging from 581 to 1,075 percent. Thus, Japan has a relatively
high liability-to-income ratio, as well as a relatively high asset-to-income
ratio, so that its relatively high liability-to-income ratio is not necessarily cause
for concern.

By contrast, the ratio of total assets to household disposable income is
relatively low in the United States, ranking between third and seventh (except
in 1980, when it ranked first) and ranging from 561 to 765 percent, but the
United States is about average with respect to the ratio of total liabilities to
household disposable income. Thus, the situation in the United States is of
more concern than the one in Japan, but it is not necessarily cause for grave
concern.

Turning to the other G7 countries, Italy and the United Kingdom rank
relatively high with respect to the ratio of total assets to household disposable
income, whereas Canada, France, and Germany rank relatively low for this
ratio. Thus, the correlation between total liabilities and total assets is high
but imperfect, with the United Kingdom ranking high for both, France and
Germany low for both, and Canada high for liabilities but low for assets.
It therefore appears that Canadians are the least financially healthy.

Turning next to data on net wealth, which take account of assets as well as
liabilities, the ratio of net wealth to household disposable income has been rel-
atively high in Japan, ranking between first and fourth and ranging from 504
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to 943 percent. This is because, although the liabilities of Japanese households
are relatively high, their assets are high by an even larger margin.

By contrast, the ratio of net wealth to household disposable income is
below average in the United States, ranking between third and seventh (except
in 1980, when it ranked first) and ranging from 475 to 634 percent. This is
because its asset-to-income ratio is below average and its liability-to-income
ratio is about average. These results show that the financial position of the
Japanese is much healthier than that of Americans and are consistent with
our earlier findings concerning total assets. Thus, our results suggest that the
Japanese are more frugal than Americans and that the conventional wisdom
is correct, after all. However, the difference between the United States and
Japan can be explained both by differences in culture and by differences in
policies and institutions (for example, the timing and extent of financial sec-
tor development), and it is not clear from just looking at the data which is
the real culprit.

Among the other G7 countries, Italy and the United Kingdom rank rela-
tively high with respect to the ratio of net wealth to household disposable
income, whereas Canada, France, and Germany rank comparatively low.
These results mirror those for the asset-to-income ratio, which is not sur-
prising, because variations in the magnitude of assets exceed variations in the
magnitude of liabilities. Canada’s relatively low rank is consistent with our
earlier finding that Canada ranks high with respect to liabilities but low with
respect to assets, thus providing further evidence that the financial health of
Canadians is not very good.

Turning finally to the share of nonfinancial (housing) assets in total assets,
this share is relatively high in France, Germany, and Italy, and relatively low
in Canada, Japan, the United Kingdom, and the United States. There does
not seem to be much correlation between the net-wealth-to-income ratio
and the share of nonfinancial (housing) assets: some countries with relatively
low housing shares (such as Japan and the United Kingdom) have relatively
high net-wealth-to-income ratios, whereas other countries with relatively low
housing shares (such as Canada and the United States) have relatively low
net-worth-to-income ratios. This suggests that portfolio choice does not have
a significant impact on one’s financial health.

Trends over Time in Japan

In this section, I look at trends over time in Japan using the OECD data
for the 1980–2008 period shown in table 11.1 as well as the data for the
1955–75 period shown in table 11.2 and taken from the National Accounts
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Table 11.2 Household wealth and indebtedness in Japan, 1955–75

1955 1960 1965 1970 1975

Net wealth 330.9 363.6 332.6 398.8 415.4
Net financial wealth 56.9 75.4 77.8 97.1 98.9
Nonfinancial assets 274.0 288.2 254.8 301.6 316.5
Financial assets 79.6 114.8 131.5 157.2 161.2

of which: equities 9.5 13.0 14.8 24.0 20.1
Total assets 353.6 403.0 386.3 458.8 477.7
Total liabilities 22.7 39.4 53.7 60.0 62.3

Note: These figures show the ratio of each category of assets and liabilities (at the end of the year) to net
household disposable income (in percent). The figures for 1955–65 pertain to the household sector inclusive
of private nonprofit institutions serving households, whereas the figures for 1970 and 1975 pertain to the
household sector exclusive of private nonprofit institutions serving households.
Source: Keizai Kikaku-chou, Keizai Kenkyuu-sho, ed., Kokumin Keizai Keisan Houkoku: Chouki Sokyuu Suikei:
Shouwa 30-nen—Shouwa 44-nen (Tokyo, 1988); Keizai Kikaku-chou, Keizai Kenkyuu-sho, ed., Kokumin
Keizai Keisan Nenpou (Tokyo, 2000).

of the Japanese Government.3 (Unfortunately, pre-1980 data are not readily
available for the other G7 countries.)

As can be seen from tables 11.1 and 11.2, the ratio of total liabilities
to household disposable income in Japan was only 23 percent in 1955 but
increased rapidly until 1990, before leveling off at the 128-to-135 percent
level. Thus, the Japanese were not always prolific borrowers, but rather their
propensity to borrow increased sharply over time, at least until 1990. Thus,
the conventional wisdom that the Japanese have an aversion to borrowing
used to be correct, although the data alone do not reveal whether this is the
result of differences in culture or differences in policies and institutions.

On the asset side, the ratio of total assets to household disposable income
was only 354 percent in 1955. It increased steadily until 1990, when it peaked
at 1,075 percent, and it has been fluctuating in the 856-to-882 percent range
since then.

Turning finally to net wealth, which takes account of both assets and lia-
bilities, the ratio of net wealth to household disposable income was only
331 percent in 1955. It increased steadily until 1990, when it peaked at
943 percent, and it has been fluctuating in the 728-to-748 percent range
since then.

In sum, all three aggregates (the ratios of total liabilities, total assets, and
net worth to household disposable income) have shown similar trends over
time, increasing until 1990 before leveling off. The increase in liabilities was
more than offset by the increase in assets during the 1955–90 period, so
that net wealth (the difference between the two) increased. Thus, the sharp
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increase in liabilities during this thirty-five-year period was not a worrisome
or unhealthy trend.

Speculation about Causes

What about the determinants of trends over time in Japanese household
borrowing behavior? If culture were the dominant explanation of house-
hold behavior and if culture were slow to change over time, the Japanese
might be expected to have always been prolific borrowers or to have always
shunned borrowing. From this perspective, the dramatic increase in house-
hold borrowing over time, at least until 1990, suggests that culture cannot
offer the dominant explanation for Japanese household borrowing behavior.
However, culture can and does change over time, and thus we cannot con-
clude that culture is not important just because Japanese behavior changed
over nearly four decades. In fact, it could well be that the Japanese had pre-
viously shunned borrowing for cultural reasons and that they subsequently
showed a sharp increase in household borrowing because traditional values
eroded over time.4

That the sharp increase in household borrowing was largely the result of a
strong increase in mortgages (housing loans) suggests that factors relating to
housing—for example, sharply rising land and housing prices, as well as an
increased demand for housing induced by higher income levels and the rapid
urbanization of the population—also contributed to this trend.

Moreover, changes in government policies and regulations can also help
explain trends over time in household borrowing. During the high-growth era
of the 1950s, 1960s, and early 1970s, the Japanese government made a con-
scious decision to allocate virtually all available credit to the business sector to
enable it to invest in plant and equipment and thus to expand its productive
capacity as rapidly as possible. However, the former Housing Loan Corpo-
ration (Juutaku Kin’yuu Kouko), whose purpose was to make low-interest
housing loans to low-to-middle-income households, was established by the
Japanese Government in 1950 and gradually increased the supply of housing
loans over time, with private financial institutions also getting a piece of the
action as time passed.

Conclusion

To sum up, I have analyzed data on household wealth and indebtedness for
the G7 countries, and the conventional wisdom that the Japanese and other
Asians are penny-pinchers and savers and the Americans and other Western-
ers are spendthrifts and borrowers appears, at first glance, to be mistaken.
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The Japanese were the most prolific borrowers among the G7 countries, at
least until 2000, whereas Americans were not unusually prolific borrowers.
However, what matters more than the level of liabilities is the level of liabil-
ities relative to the level of assets, and the Japanese rank relatively high with
respect to both total assets and net wealth (the most comprehensive measure
of household wealth that takes account of both assets and liabilities), whereas
Americans rank relatively low with respect to both. Thus, the Japanese are
more frugal than Americans and most other Westerners, and the conventional
wisdom is correct, after all. However, the difference between the United States
and Japan can be explained by differences both in culture and in policies and
institutions (for example, the timing and extent of financial sector develop-
ment), so that it is not clear just from looking at the data which the real
culprit is. Turning to trends over time, Japan has shown a sharp increase in
household borrowing, at least until 2000. One possibility is that the erosion
of traditional values over time caused this trend. However, the fact that the
sharp increase in household borrowing was due largely to the sharp increase
in mortgages (housing loans) suggests that factors relating to housing may
also have contributed to this trend.

Looking, finally, at the broader implications of my findings, what do
they imply about the applicability of the “Anglo-American credit model”?
My analysis found that liabilities are only about average in the United States
but among the highest in the United Kingdom, which constitutes only weak
evidence in favor of the conventional wisdom that Americans and the British
are unusually prolific borrowers. The fact that both total assets and net wealth
are relatively low (even though liabilities are relatively low) in the United
States suggests that the financial position of Americans is indeed relatively
weak, but the fact that both total assets and net wealth are relatively high
in the United Kingdom (even though liabilities are relatively high) suggests
that the financial position of the British is relatively strong. Moreover, both
countries have shown dramatic but diametrically opposed changes, with the
United States falling from first to last with respect to both total assets and
net wealth during the 1980–2008 period but the United Kingdom rising
in the ranks with respect to both during the same period. In other words,
the financial health of Americans has deteriorated badly whereas the financial
health of the British has improved markedly. Thus, the financial positions and
trends over time of the Americans and British are dissimilar from one another
but not necessarily from the other G7 countries, suggesting that there is no
“Anglo-American credit model.”

If I had to divide the G7 countries into two groups, I would do so using
household net wealth (the broadest measure of financial health) as the crite-
ria, and, if I did so, Italy, Japan, and the United Kingdom would end up in
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the relatively healthy group and Canada, France, Germany, and the United
States in the relatively unhealthy group. However, it should be noted that
neither of the two groups is homogenous. For example, Japan and the United
Kingdom have relatively high liabilities, whereas Italy has comparatively low
liabilities, even though they are all in the same (relatively healthy) group. Sim-
ilarly, Canada and the United States have relatively high or average liabilities,
whereas France and Germany have comparatively low liabilities, even though
they are all in the same (relatively unhealthy) group. Thus, it can be seen
that it is not easy to categorize the G7 countries and that each has its own
peculiarities. This circumstance is not surprising, because economic behavior
is determined by culture, policies, institutions, and a host of other factors.
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CHAPTER 12

“Ahead a Good Deal”: Taking
the Long View of Household Debt

and Credit in American Life

Lendol Calder

To a lot of people, it must seem like Americans have a suicidal debt
wish. Travel writer James Salter remembers a conversation with a
Frenchman who sat next to him on a plane:

To throw him off I took the position that life in Europe, in his own country
in particular, was in many ways better than life in the United States, a perhaps
exuberant point of view but I was just seeing how things would go. “The bread
is better,” I said. “The bread? Yes, perhaps.” “The food is better,” I continued.
He shrugged and almost at the same time nodded a little. Between us there
was the enthusiasm of men comparing wives. “The attention to the details of
life,” I went on. “Yes, yes,” he said, “but the United States has given something
more important to the world. The modern world could not exist without it.”
“What’s that?” “They invented credit.”1

The Frenchman exaggerated, of course. Americans did not invent credit. But
it is not wrong to regard the United States as the oldest and most devel-
oped consumer credit market in the world, and arguably the most innovative.
Americans invented the credit reporting firm, the installment plan, revolv-
ing credit, and the credit card. Americans may no longer be the world’s
biggest borrowers, as Charles Horioka points out in the previous chapter.
Still, American consumers use and abuse credit with an exuberance that
astonishes the world’s savers. In 2009, the average American household owed
$121,953 in mortgage loans and consumer debts. A figure as large as this
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leads one to wonder, what’s the deal with Americans and indebtedness? Why
do Americans go into debt so much?2

There is little agreement on an answer to this question. Broadly speaking,
some say that structural factors are responsible for the zip and cornucopia of
American credit markets, while others look to culture to explain the American
way of debt. These broad categories of explanation can be seen in the essays
in this volume, even when the focus is not on the United States. For example,
Charles Horioka, an economist, claims that rising Japanese indebtedness is
a consequence of changing government regulations. He is unconvinced that
culture has had much to do with it. On the other hand, Silke Meyer exam-
ines the German debt crisis with an anthropologist’s eye and insists that we
pay attention to how tectonic shifts in credit morality are reshaping German
consumer culture. Traditionally, Meyer observes, Germans viewed credit as
a form of personal obligation. But recent advertisements portray credit as a
consumer’s right, thus reframing time-honored social understandings of debt.
In the case of Japan, Horioka believes that mounting debt is the result of
changing structural features in the country’s credit markets. In the case of
Germany, Meyer claims that rising indebtedness has everything to do with
changing moral authorities and the messages that they convey about how
people should make sense of the world. What are we to make of these very
different explanations for mounting indebtedness? Can the economist and
the anthropologist still be friends?

Gunnar Trumbull thinks so. Searching for the roots of the American debt
crisis of 2008, he recognizes value in both approaches. Trumbull’s main argu-
ment is that high levels of household debt in the United States are the result
of a deliberate public policy—a structural explanation, in other words. Com-
paring the United States to France, Trumbull claims that the American state
encouraged private sector lending because political leaders viewed easy credit
as an alternative to public provision of social welfare. On this view, laws
and regulations that empowered consumers with a right to consumer credit
were intended to forestall the creation of a progressive, social democratic
welfare system. The argument makes a lot of sense. But Trumbull’s expla-
nation also highlights ideological intentions that influenced the structure of
American credit markets—culture, in other words. Trumbull recognizes that
his structural argument is incomplete until we ask why Americans would
prefer private sector credit to public sector welfare. This is exactly the kind of
question Silke Meyer urges us to ask when she writes that “Economic markets
are cultural and social constructions, and consumers act not only as economic
agents, but also as cultural and social entities.”3 Structures matter, yes. But
culture matters, too. If we want to understand rising levels of indebtedness,
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American or otherwise, all hands are going to be needed on deck: economists,
anthropologists, and other scholars, too.

In this essay, my intention is not to take sides between economic and
anthropological explanations. Like Trumbull, I presume that robust accounts
of the American knack for getting into and out of debt must combine insights
from both perspectives. As a historian, however, I maintain that, if we want
to know why Americans take on so much debt with such little fear and trem-
bling, then the explanations we come up with ought to consider accounts of
the subject that are properly historical. That is to say, we need to go back
to the beginning of what we are trying to explain, and maybe just a lit-
tle before. My point is that discussions of American indebtedness too often
ignore the long view. For example, many who have tried to make sense of
the Great Recession of 2008 look no further back than the housing bub-
ble and low interest rates of the previous decade. To his credit, Gunnar
Trumbull thinks it is necessary to look back to the late 1970s, but this is
not far enough. Long before the American banking sector reorganized itself
in the 1980s to provide convenient revolving credit to consumers, Americans
were securing prosperity and luxury with the magical phrase “Charge it!” The
phrase first appears in Mark Twain’s The Gilded Age, a satire saluting “Beau-
tiful credit! The foundation of modern society.” Twain wrote these words
in 1873.4

When the longue durée of historical continuities is not kept in mind,
present-minded explanations of the American debt wish multiply, encourag-
ing latent misunderstandings, false hopes, half-truths, and wishful thinking.
The most common error is supposing that massive indebtedness is something
new in American life, that thriftlessness was invented by the present genera-
tion. To suggest why I believe this view is mistaken, I offer the credit history
of a nineteenth-century American Everyman named Walter Post. This man’s
story is worth thinking about because it is a thread that, once pulled, begins
to unravel pervasive myths about household borrowing in the United States.
Replacing folklore with evidence, we can fashion new and better explanations
for the contemporary American debt wish.

The Debts of Walter Post

In the archives of the Minnesota Historical Society, several file folders contain
the yellowing letters of Walter T. Post, a late nineteenth-century railroad clerk
who lived in obscurity all his life.5

Born on a farm in Michigan in 1867, Post felt the lure of town life, so
he set off for Detroit to attend business college. In 1889, he landed a job as
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an accountant with the Northern Pacific Railroad in St. Paul, Minnesota.
For the next seven years, Walter wrote weekly letters to his parents back
home on the farm. The letters provide details of his thoughts, activities, and
finances. Many offer monthly budget figures with outlays recorded down to
the penny. This correspondence between Post and his parents offers an unusu-
ally transparent window into the money management of a lower-middle-class,
white-collar worker who aspired to bourgeois respectability.

The young man revealed in the letters was certainly no spendthrift. Walter
Post was a man who aimed to do right, whose great passion in life was evan-
gelical Protestantism. But on a clerk’s salary of $55 a month, Walter had a
hard time making ends meet. While still single, he did all right. Though he
regularly bought goods on credit from local retailers and traveling salesmen,
and though he occasionally obtained loans from friends, some months saw
him in the black and lending money to coworkers or sending a surplus home
to his folks.

But once Walter got married in 1894, balanced budgets were a thing of the
past. The remaining two years of letters in his file show him and his wife Lilly
going deeply into debt. It began the month after the wedding. After renting
a house, the Posts felt it necessary to furnish the bare rooms, floors, and walls
in a manner befitting a middle-class couple. After comparison shopping and
some whittling down of their wish list, the couple purchased furniture and
carpets from the Schuneman and Evans department store on terms of two-
thirds down and the balance in sixty days. For the kitchen, Walter bought a
used stove from a friend for six dollars down and fifteen dollars later. As the
debts mounted higher, it turned out to be much later. By the spring of 1895,
as the Posts looked forward to the birth of their first child, the couple owed
money to the dentist, the doctor, the grocer, the butcher, a tailor, the hard-
ware store, and a sewing machine agent. They also still owed money on the
furniture and stove, extending these loans several times over. As the creditors
became insistent, Walter tapped his brother Charlie for a loan. After rent, gro-
ceries, ice, fuel, and other fixed expenditures, Walter’s disposable income that
spring was about ten dollars a month; the Posts’ debts totaled $78.50. It was
this kind of economic behavior that led labor leader Ira Steward twenty years
earlier to ask, “Has not the middle class its poverty? Very few among them
are saving money. Many of them are in debt, and all they can earn for years,
is, in many cases, mortgaged to pay such debt.”6

Some might think the Posts were reckless overspenders, but that is not
the image that comes through in the letters. To his brother Charlie, Walter
confided: “I have to do some awful close figuring to make ends meet, and then
they don’t meet.” To his father, Walter reported: “We were paid off today but
all the money is spoken for before I get it almost.”7 Walter is less the carefree
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consumer than a frazzled budgeter calling on all the financial arts he knows.
Despite his money worries, Post felt that the debts he incurred were beneficial
for achieving the life he and Lilly wanted. Comparing the costs of renting
a house versus boarding, Post conceded that a few more years of boarding
would have enabled the couple to put aside $150 of his salary at a savings
bank. “But now we have $202.80 worth of furniture,” he countered. “And we
might have had to use some of the money in the Bank so you see we are ahead
a good deal.”8 It is an interesting logic. Though the Posts still owed money
on their furniture, Walter regarded their debt as a form of savings, and he
recognized that the liquidity of a bank savings account was to him a constant
temptation to fritter money away on insubstantial expenditures. This is the
kind of thinking that legitimated installment buying when it became more
widely available in the 1920s.

Post’s letters end abruptly in the fall of 1896. As the economy sank into a
deep recession, Walter lost his job with the railroad. He and Lilly left town
owing money to their doctor, a dentist, a sewing machine agent, and Walter’s
brother, Charlie. The young family moved to Grand Rapids, Michigan, then,
a few years later, to South Bend, Indiana, where the Posts lived out the
remainder of their lives. No letters from these years appear in the archives.
Reading the young Walter Post’s letters, however, brings alive a saying of the
late nineteenth-century celebrity preacher Henry Ward Beecher: “If a young
man will only get in debt . . . and then get married, these two things will keep
him straight, or nothing will.” It was a familiar joke, an acknowledgment
that although rules such as “don’t go into debt” are necessary, there have to be
permissible ways of bending, and sometimes breaking, the rules. Post’s letters
also call to mind the words of Artemus Ward, the mid-nineteenth-century
humorist, who was fond of telling audiences, “Let us live within our means,
even if we have to borrow money to do it.”9

The story of Walter Post challenges much that Americans know about
the history of household finance. Often, the expansion of consumer credit
in postwar America is seen as a radical departure from a thrifty past, when
Americans rarely got into debt and generally lived within their means. “Peo-
ple have changed their view of debt,” wrote John Kenneth Galbraith in The
Affluent Society, an obituary for thrift published in 1958. “Thus there has
been an inexplicable but very real retreat from the Puritan canon that required
an individual to save first and enjoy later.” Forty years later, historian David
Tucker agreed with Galbraith, arguing in The Decline of Thrift in America that
“installment buying required a moral revolution against the Puritan ethic.”
Most famously, Daniel Bell asserted in The Cultural Contradictions of Cap-
italism that “the greatest single engine in the destruction of the Protestant
ethic was the invention of the installment plan, or instant credit.”10
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That Americans have “changed their view of debt” is not only a view held
by scholars; it is also an article of faith in popular writing about American
personal finance. Pundits and social critics often look at debt through the lens
of what I call the myth of lost economic virtue, the belief that the invention
of modern consumer credit brought down the curtain on a golden age of
financial prudence. The perception that Americans have fallen from a state
of economic grace is a powerful myth. It accords with available evidence,
such as newspaper reports of rising indebtedness and personal memories of
how one’s parents managed their money. It offers simple explanations for
how we got to where we are, sometimes portraying Americans as victims of
exploitive credit card companies, sometimes placing the blame squarely on
Americans themselves, faulting them for character so weak that they would
trade wholesome thrift for consumer excess.

In recent years, the myth of lost economic virtue has figured promi-
nently in calls for a nationwide revival of the virtue of thrift. The leader of
this movement to curb Americans’ fondness for borrowed money is David
Blankenhorn, founder and president of the Institute for American Values.
An unabashed cheerleader for thrift, Blankenhorn would like to jumpstart a
national social movement away from debt-financed hyperconsumerism back
to an earlier age when financial husbandry was a cherished social ideal. To get
Americans there, Blankenhorn calls for the revival of National Thrift Week, a
1920s-era celebration of financial prudence that lost momentum after World
War II. It would make an interesting doctoral dissertation to examine why
the Hallmark Card Company, the world’s largest greeting card company,
chose to develop thirty-five different Hallmark cards for a made-up occasion
called Administrative Professionals Day (April 27) but nothing for the extant
National Thrift Week, which quietly was retired in 1966. Hallmark knows its
reasons. But Blankenhorn wants twenty-first century Americans to give thrift
a chance.11

David Blankenhorn is not a crank. He is a sober critic pushing a seri-
ous agenda. In fact, I second Blankenhorn’s insistence that thrift is not the
same thing as stinginess, that its boundaries are capacious enough to include
an ethic of altruism and environmental stewardship. And who could oppose
making savings accounts more desirable and accessible to low- and middle-
income households? But as a historian I part company with Blankenhorn
when he bases his campaign for thrift on rhetoric that conjures up a golden
age of saving. In books and speeches, Blankenhorn claims that “the idea
and practice of thrift has been a robust part of the American vision of eco-
nomic freedom and social abundance.” Thrift, he says, is “a quintessentially
American virtue.”12 Here, the activist’s desire for a usable past elides a great
deal of contrary evidence.
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Tellingly, Blankenhorn’s favorite story about thrift is taken not from life
but from Hollywood. It is the romance of George Bailey, director of the
Bedford Falls Building and Loan Company, in Frank Capra’s 1946 film It’s
a Wonderful Life.13 In this beloved film classic, Bailey suffers an existential
crisis that is resolved within the context of the Building and Loan’s fight to
survive the heartless profiteering of the town’s villainous banker, the dour,
wheelchair-bound Henry Potter. For Blankenhorn, Bailey’s idealistic efforts
to help working men secure homes on the basis of mortgages financed by
their own collective savings represent the ethos of thrift at its best. Who
could fail to respond warmly to the idealism of the self-sacrificing George
Bailey, played so endearingly by a young Jimmy Stewart? But as a depic-
tion of historic American attitudes about thrift, debt, and credit, Capra’s film
is an insufficiently rich version of the subject. I once heard a historian say,
with a twinkle in his eye, that historical interpretations are like bathing suits:
what they reveal can be interesting, but what they conceal is crucial. Hidden
by Capra’s image of American financial wholesomeness is evidence that runs
contrary to the myth of lost economic virtue—-evidence such as the credit
history of Walter and Lilly Post.

Of course, the story of the Posts is just an anecdote. Suppose that the
Posts’ finances were unusual for their time. In that case, their story might be
less useful than the fictional story of George Bailey for making generalizations
about how an earlier generation of Americans handled its money. So let us use
the Posts’ balance sheets as a jumping off point to consider several questions
relevant to discussions of why contemporary Americans incur so much debt.
How much debt did American households have before modern consumer
credit made it easier to get credit? What influence did a thrift ethos have on
economic decision making in earlier periods of American history?

How Much Debt Did Past Americans Have?

Walter and Lilly Post’s finances do not fit the standard declension narrative
often applied to American thrift. But how typical were they? Walter seemed
to think they were an exception to the rule. In his letters, he portrayed him-
self as the thriftiest of the dozens of clerks in the St. Paul office where he
worked, clerks who were occasionally fired for drunkenness, gambling, or
having their wages garnished by persistent creditors. Walter may have exag-
gerated his thriftiness, if only to justify himself to his parents, but the ease
with which he went into debt to pursue his goals makes one wonder. How
many households like the Posts’ were there in a time that David Blankenhorn
and others characterize as a golden era of American thrift?
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The short answer is that we do not know for sure. But the evidence sug-
gests that the Posts were well within the norm for Americans of their era.
More than that, historical records reveal a river of red ink flowing through
the balance sheets of past American households, running wider and deeper at
times than the levels seen today. This may seem hard to believe. After all, the
secular trend for consumer indebtedness since the late 1920s has been steadily
up. Looking at the rising line of indebtedness in Federal Reserve historical
charts, it is natural to extrapolate the line backwards from its starting point
until one infers a time when households must have used very little credit at
all. But it would be a mistake to assume that 1928, the first year the Federal
Reserve collected data on credit volumes, is an appropriate baseline for mea-
suring the later history of household indebtedness. The absence of carefully
collected statistical data on debt before 1928 should not be understood as
meaning that there was no debt.

Celebrated cases come to mind. The Pilgrims financed Plymouth Colony
with money borrowed at 30 to 70 percent interest. It took the colonists
twenty-eight years to retire the loans, which means few of the original
colonists lived to see their debts repaid. The same can be said of Thomas
Jefferson, who lived most of his life at the mercy of creditors. When Jefferson
died in 1826, his estate owed $107,000, a sum that today would be over
$2 million. It is not an exaggeration to say that the American way of life has
always been predicated on debt.

The first general estimate of the nation’s household indebtedness that I am
aware of was made by the orator and statesman Edward Everett during the
Panic of 1857. Everett blamed that economic crisis on “a mountain load of
debt” taken on by governments, businesses, and citizens. Everett estimated
the nation’s total household indebtedness in 1858 to be $1.5 billion, or $300
per household. The figure was nothing more than an educated guess based on
Everett’s personal observation and experience. But he would not be the last
nineteenth-century observer to note that Americans had a “natural proclivity
to anticipate income, to buy on credit, to live a little beyond our means.”14

A more meticulously compiled estimate was made thirty years later by the
United States Census Bureau, and it confirms that Walter and Lily Post were
not alone in financing their household on credit. The 1890 Census survey of
personal debt was a response to agitated demands for information from var-
ious populist groups—Grangers, labor unions, Single Taxers, Greenbackers,
Christian Socialists, and others—who alleged that the indebtedness of farm-
ers and workers had reached such an amount that it was doubtful whether
Americans could produce enough wealth to pay back the interest, much less
the principal. Thus, Congress directed the Eleventh Decennial Census to
“collect the statistics of, and relating to, the recorded indebtedness of private
corporations and individuals.”15
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For the purposes of later historians, it would have been wonderful if the
Census Bureau had been able to comply with its charge. But the undertaking
was simply too large, too intrusive, too expensive, and too unprecedented.
In the end, Census officials decided to calculate the private debt of the nation
on the basis of public records for private real estate mortgages.16 Mixing hard
figures on mortgages with round numbers and educated guesses as to other
types of household debt, Census Superintendant Robert Porter and his staff
estimated that the minimum private debt of the people of the United States
in 1890 was $11 billion.17

If the Census figure is accurate, it would apportion to each American
household in 1890 about $880 of debt. That amount was nearly twice the
$475 average annual wage of nonfarm workers that year.18 In today’s money,
$880 would be equivalent to about $109,000.19 The figure is an average,
which means some owed less than this amount and some owed no money
at all. But some owed more. Census officials admitted that their figures
almost certainly underreported the true amount of household debt. After all,
they could hardly estimate the people’s unrecorded debts, the debts owed to
pawnbrokers, loan sharks, retailers, friends, and family members. In other
words, the Census statisticians had no way to estimate debts like those owed
by Walter and Lily Post. Still, taking the Census figure as it stands, the esti-
mate of $880 per household is hard to reconcile with the view that massive
indebtedness is a phenomenon peculiar to the late twentieth century, or that
the lure of instant money is something new in American life. On the con-
trary, it reminds us that in the so-called Golden Age of Thrift, Americans
were familiar with debt on a scale roughly comparable to today. Money, as
a journalist put it in 1876, “[was] shouting itself hoarse in the effort to get
itself loaned.”20

Historians now recognize that high levels of indebtedness are part of
the enduring fabric of the American experience. Since I raised questions in
Financing the American Dream about the willingness of nineteenth-century
Americans to go into debt, other historians have contributed to the con-
struction of a counternarrative to the myth of lost economic virtue. The
titles of their monographs summarize the new view: Republic of Debtors;
Navigating Failure; Born Losers; Debt’s Dominion; In Hock; A Culture of
Credit.21

Still, many questions remain. Comparisons of debt and savings between
the postwar era and earlier periods in American history are tricky, because the
data available is asymmetrical. The need is great for an economic historian
to update Oliver Goldsmith’s pioneering study of nineteenth-century saving
and indebtedness, work that is now more than a half-century old.22 Until we
have better data, arguments about how much debt Americans carried in past
eras must be considered provisional.
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How Influential Has a Thrift Ethos Been?

If the story of Walter and Lilly Post suggests that debt was a familiar expe-
rience for nineteenth-century Americans, it also calls into question another
aspect of the myth of lost economic virtue: the belief that thrift is, as David
Blankenhorn claims, a “quintessential” American virtue. What can be said
about this belief?

It is certainly true that, for a long period of American history, thrift was
part of a package of virtues promoted by religious, educational, and business
authorities for the moral improvement of American citizens. When research-
ing his 2008 book, Thrift: A Cyclopedia, Blankenhorn had no trouble at all
finding an abundance of pro-thrift primary sources, beginning with Benjamin
Franklin’s popular pamphlet The Way to Wealth and extending through the
heyday of National Thrift Week.23 For about a century, from the 1820s
through the 1920s, a gospel of saving was preached, promoted, and pushed on
American society in ways that were part of the bourgeois program of character
formation and that contrast with today’s near silence on the subject.

“What do you know about ‘thrift’?” I asked my eleven-year-old daughter
one day on our way to her school. “Thr-i-ft . . . ” she repeated slowly, heft-
ing the word in her mouth. “I don’t know,” she said after a pause. “I never
heard that word before.” This is an extraordinary statement. My daugh-
ter’s public school offers advanced math, science, and literature, as well as
programs for sex education, patriotism, conflict resolution, and many other
worthy ends. But, to my knowledge, there is no instruction in money man-
agement. Blankenhorn is right when he says that a cultural apparatus that
once existed for the promotion of thrift in the United States has been almost
entirely dismantled.

But to concede this point is not to agree that thrift is deeply rooted in
American life and history. If thrift were an ingrained practice, there would be
no need for thrift propaganda. The reality is that thrift in the past was never
the only game in town, as Jackson Lears and others have made clear.24 Thrift
in the nineteenth century was an embattled ideal. It competed against the
cards, dice, and drink of the sporting crowd. It went up against the appeal
of fashion in a fluid society in which display was an essential form of assert-
ing one’s identity and sizing up others. In middle-class households like the
Posts’, thrift could be overwhelmed by the status-striving of people who were
supposed to be improving themselves. Benjamin Franklin’s Poor Richard, the
most widely quoted financial authority in American history, may have said,
“He who goes a-borrowing goes a-sorrowing,” but this maxim competed with
Beecher’s quip about the value for a young man of getting into debt. Another
nineteenth-century epigram maintained, “One never becomes rich until he
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is in debt.” This is similar to Mark Twain’s report of a man overheard to say,
“I wasn’t worth a cent two years ago, and now I owe two millions of dollars.”
P. T. Barnum, one of the century’s greatest advocates for thrift, told audiences
the story of an old Quaker who had said to his son, “John, never get trusted,
but if thee gets trusted for anything, let it be for ‘manure,’ because that will
help thee pay it back again.” Benjamin Franklin Butler, a Union general dur-
ing the Civil War and later the governor of Massachusetts, summarized his
financial advice for young men this way: “Buy improved real estate, partly for
cash, and partly for small notes.”25

Borrowed money was, after all, credit, which in nineteenth-century
America was a valued necessity. Credit built communities; it got young men
started in life. Credit staked the pioneer’s homestead, enabled immigrants
to obtain a business, allowed businessmen to enlarge their plans, and knit
borrower and lender together in bonds of mutual dependency. “Credit to a
man,” declared business journalist Freeman Hunt, “is what cream is to a nice
cup of coffee.”26 Hunt’s jocular tone was made possible by attitudes toward
credit that he could take for granted. A century earlier a pro-credit ethos
had appeared that viewed lending and borrowing as a barometer of pub-
lic morality, the exact measure of the soundness of the social state. This is
the conclusion of Jennifer Baker who, examining writers as diverse as Cot-
ton Mather, Benjamin Franklin, Royall Tyler, Charles Brockden Brown, and
Judith Sargent Murray, finds that “writers within all these social and intel-
lectual circles [Puritan, Yankee, southern agrarian, revolutionary] imagined
new modes of financial speculation and indebtedness as a means to build
American communities and foster social cohesion.”27 After the Revolution
and continuing into the early twentieth century, credit was an emblem for
the unity and coherence of society as a whole. In the language of the day,
people did not “borrow money.” Rather, they “got trusted.”

Lamentations for the death of thrift promotion downplay or ignore
these other formative messages that circulated widely in nineteenth-century
America. If economizing is a “quintessential” American value, even more so
is an optimistic alacrity to try out new tools of finance.

It may be tempting to join Blankenhorn and others in wanting to revive
an older rhetoric of thrift. But before distributing reprints of Franklin’s The
Way to Wealth, we might ask how helpful those old thrift sermons actually
were. They were none too effective, the evidence suggests. In the writ-
ings of nineteenth-century foreign travelers to the United States, “thrifty”
is not a description applied to Americans very often. Alexis de Tocqueville,
commenting on the desire for physical gratifications in the United States, all
but predicted the rise of the easy payment plan: “As [the American’s] ulti-
mate object is to enjoy, the means to reach that object must be prompt and
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easy or the trouble of acquiring the gratification would be greater than the
gratification itself.”28 If we turn our attention away from money manage-
ment to the predominant economic activity of the nineteenth century, which
was farming, it is clear that the thrift ethos was usually abandoned for a “get
rich quick” mind-set. Domestic and foreign observers expressed shock at the
American practice of “land killing,” a reckless exploitation of soil fertility
that led to scruffy, rundown farms, exhausted lands, and expensive reloca-
tions farther west. In a masterful book on the subject, Yale historian Steven
Stoll notes that “the entire republican project was predicated on the waste of
land.”29 So much for thrift as a quintessential American virtue.

The power of a thrift ethos in earlier eras of American history is easily
overrated. Thrift mattered in the past, to be sure. But it mattered more to
the moral elites who wrote money management books than it did to others.
Benjamin Franklin knew as much. At the end of Father Abraham’s anti-debt
harangue in The Way to Wealth, Franklin has Poor Richard observe, “The
People heard it, and approved the Doctrine, and immediately practiced the
contrary.”30

Why Do Americans Go into Debt So Much?

As a historian, I think it important to look for immediate, proximate causes
behind surges in American indebtedness. But ultimate causes need to be con-
sidered, too. This point was lost on me when I first began thinking about the
problem of American household finance. That is because in the beginning
of my work on the subject, I fully subscribed to the myth of lost economic
virtue. I believed that, before the rise of modern consumer credit, people
rarely went into debt and always lived within their means, that a thrift ethos
had been dismantled by an industry that profited from people’s short-sighted
desires for instant gratification. This metanarrative in my head short-circuited
any search for the ultimate causes of the problem of excessive debt, a problem
I erroneously considered to be a recently adopted habit. Then I met the Posts.
Their budgets pointed to an illuminating historical context for Americans’
present-day love affair with borrowing. Discovering this context made it easier
to understand how American households got to where they are today: con-
trary to what most believe, the American debt wish of the 1990s and 2000s
did not appear out of nowhere, nor was it unprecedented. We should want
to know why and how Americans piled up so much debt in the latest cycle
of debt-financed über-spending. But the historical perspective sketched here
raises other interesting questions. For starters, why have Americans always
been willing to boost their spending with money and goods on loan?

A decade of excellent historical work on this problem now makes it possi-
ble to replace the worn-out myth of lost economic virtue with a new narrative
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of American household finance more attentive to the roots of contempo-
rary indebtedness. The new story is writ small in the following reminiscence,
which I came across when studying the debate over installment buying in the
1920s. Most people romanticize the money management of previous gen-
erations. But this man remembered that while growing up on a “midwest
wilderness farm” he had come into contact with credit buying on numer-
ous occasions: “First, when my mother bought her sewing machine; second,
when my father bought his reaper; third, when the family purchased a piano;
fourth, when I bought my first good suit . . . ; and fifth, when I purchased my
Encyclopaedia Britannica in place of the college education that was beyond
my reach.”31 Here in a nutshell is a reliable history of American household
finance. It is a story of small experiments with borrowed money encouraging
people to take larger risks. It is a story of newly arrived immigrants learning
about a strange American custom called “getting trusted” and enthusiastically
adopting the practice of “buy now, pay later.” It is a story of one generation
improving its lot in life with loans and inspiring the next generation to go fur-
ther. Sometimes the story of American indebtedness cuts against the grain, as
when memories of crushing debt for one’s parents inspire thoughts in a son
or daughter of “Never again!” But most of the time over the past four hun-
dred years, Americans have felt reasonably satisfied with the utility of Twain’s
“beautiful credit.” If the new story needs a name, we can call it the domino
theory of American debt.

The cultural force pushing the dominos is, in a word, optimism. We have
no history of this prevailing American emotion, but a rough typology can be
made. To begin with, there is the unassailable buoyancy of some borrowers
who, like Broadway’s Little Orphan Annie, believe “the sun’ll come out
tomorrow, bet your bottom dollar.” Some may believe that emotions are
culturally constructed, but this kind of optimism owes more to brain neuro-
chemicals than to cultural currents and is probably equally distributed across
all populations. Some people see the sunny side of life; others do not.

More unique to the United States is the pious optimism of “mind cure”
thinking that has been so influential in American life since the early nine-
teenth century. Mind cure religions celebrate the power of positive thinking.
Encapsulated in proverbs such as “As a man thinketh, so he is,” mind cure
applied to money teaches that there are no rewards without risks. To the hes-
itant borrower, mind cure says, “Just believe—the money will come!” In the
magisterial Land of Desire, historian William Leach argues that mind cure
is the religious worldview animating American consumer culture, a sugges-
tive explanation, I think, for Americans’ consistent willingness to bet on the
future.32

Thirdly, there is the optimism produced by the world’s first economy to
deliver prosperity to the millions. In The New Basis of Civilization (1907),
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Simon Patten, professor of economics at the University of Pennsylvania’s
Wharton School of Business, famously argued that the New World’s mate-
rial abundance was replacing economies of scarcity and the fearful negativism
of thrift-oriented cultures with a fresh mental outlook that was more gen-
erous, warm, artistic, and upbeat. Patten’s predictions about the difference
high-level consumption would make on human nature were overly rosy. But
the main thrust of his argument has been revived and updated recently by
Jackson Lears, who agrees with Patten that economic abundance inspired in
Americans new understandings of the human psyche and what it is capa-
ble of. According to Lears, American optimism made indebtedness seem less
threatening and credit a more attractive possibility. Migrants to the New
World brought with them traditional notions of thrift grounded in a pes-
simistic psychology of scarcity. Their cautious prudence demanded a strict
conservation of money and energy, but in the United States an effervescent
economy generated new psychologies of abundance. Old-world thrift did not
disappear but was reimagined and repurposed. Previously, when wealth cre-
ation was considered to be difficult, if not impossible, thrift had meant saving
money and staying out of debt. But the democratization of wealth-creating
opportunities generated new, more optimistic, and demanding expectations
for the thrifty self. Formerly it had been enough to hide one’s savings under
the mattress. In the new dispensation of abundance, however, thrift came
to mean much more than simple saving. Now the thrifty were expected to
save at interest, keep a budget, borrow responsibly, comparison shop, repay
loans on time, and be mindful of other wealth-generating opportunities. The
new high-performance ethos of thrift was based on optimistic assumptions
about what humans are capable of and the good that can come to them. This
optimistic psychology of abundance, Lears insists, did not lead to a hedo-
nistic consumer culture, as critics often allege. Rather, American optimism
produced lifestyles characterized by more energy, self-discipline, and belief in
the generative power of finance than ever before thought possible.33

The Frenchman quoted at the beginning of this essay credited Americans
with inventing credit. Am I now claiming that Americans invented optimism,
too? One could point to the theme parks of Walt Disney, upbeat fairy tales
like The Wizard of Oz, and nonfiction bestsellers like Norman Vincent Peale’s
The Power of Positive Thinking to support a view that, yes, Americans, going
back a century and more, have been a fundamentally optimistic people, more
so perhaps than others. But all three of the cultural artifacts just mentioned
have done well in overseas markets, too. In truth, we do not yet have the com-
parative evidence we need to know whether and to what extent the American
debt wish traces back to a unique cultural propensity to optimism. But we
should be open-minded to the possibility. If cultural determinism is a dated
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belief, this does not mean that all social populations have the same emotional
and personality makeup. My claims for the power of optimism are meant to
be suggestive, not taken as demonstrated facts.

Still, I can think of one more attestation to the power of optimism in
American life, and that is the eternal hopefulness of debt’s detractors. Pre-
dictably, reliably, in the aftermath of every financial devastation, critics of the
American way of debt come once more unto the breach proclaiming a lasting
revival of American thrift.

So it was more than a century ago when Superintendent of the Census
Robert Porter predicted that the publication of statistics on real estate mort-
gage debt would “bring the people to their sober senses.” Bemoaning a decade
of “debt-creating mania,” Porter confidently announced that a new era of
“retrenchment and debt-paying” was at hand. That was in 1890. Echoes of
Porter’s words were heard again in the aftermath of the 2008 financial melt-
down. Voices from all points of the ideological spectrum proclaimed game
over for America’s indebted consumers. National Public Radio’s Daniel Schorr
predicted Americans were seeing “the end of an era,” when patriotism was
defined by pledging allegiance to the mall. Daniel Leonhardt of the New York
Times wrote that “the psychology of spending and saving” had permanently
shifted. He seconded the opinion of pollster John Zogby, who reported that
his surveys showed “a fundamental reorientation of the American character
away from wanton consumption and toward a new global citizenry in an
age of limited resources.” With her finger on the zeitgeist, Oprah Winfrey
declared that a new frugality was heralding the return of older ways of thrift.
“Remember layaway?” she asked viewers in the fall of 2009. “That is where
we are heading.”34

In the short term, these optimists may have been right. But in the long
run, will Americans give up their historic debt wish? I wouldn’t bet on it.
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