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SCIENCE

Tricks with Numbers

Most people know that it is a fallacy to compare absolute numbers
instead of rates or percentages. The fact that California annually leads
the nation in motor vehicle deaths does not necessarily mean that it is
the most dangerous state to drive in. Nevada, for example, with a much
lower absolute number, usually leads the nation in motor vehicle deaths
per hundred thousand population. Thus, in 1958, this rate for Nevada
was 43 and for California, 26.

In one field of practical concern, that of consumer credit, the cus-
tomer usually has no way to determine what his true credit rates are and
no standard by which to compare different schemes. Consider a one-year
loan that is to be paid back in monthly installments. One method is the
“add-on” plan. The borrower signs a note for $105 and receives $100.
The true annual interest rate on the declining balance is 9.10 percent,
not 5 percent. Then there is the “discount” plan. The borrower signs a
note for $100 and receives $95; this makes his annual interest rate 9.58
percent. But rates as low and as relatively straightforward as these are
unusual. To take an actual case, a man signed a note for $114 to obtain
a $100 loan. The charges were: interest and discount, $6.93; investiga-
tion fee, $2.00; insurance fee, $2.00; bank service fee, $2.78. On an
annual basis he was paying at the rate of 24.8 percent. Another plan
is to determine interest on declining balances. This plan is used by
credit unions and many “small loan” companies, but rarely by banks.
The customer knows that his money costs him 1 percent or more per
month, and he can readily compute his annual rate by multiplying by 12.

The practices are far more diverse in installment buying than they
are for personal loans. The rates vary with number of installments and
length of loan, with service and insurance charges, and with differences
between cash price and credit price. The ordinary customer simply can-
not compute the rate he is paying for his credit. Interest charges range
from about 12 percent to well over 100 percent in extreme cases, but
the true rates are not ordinarily disclosed. '

To remedy this lack of standardization, Senator Douglas and 21 of
his colleagues have introduced a “Truth in Lending Act” (S. 1740), which
is now in committee. The main feature of the bill is the requirement that
the percentage that the finance charge bears to the total amount to be
financed be expressed as “a simple annual rate on the unpaid balance
of the obligation” (as is now done on many, but not all, personal loans
and rarely if ever on installment credit).

The bill is opposed by the following, among others: The American
Bankers Association, the Chamber of Commerce of the United States,
and the National Retail Furniture Association. It is favored by the Fed-
eral Reserve System, the AFL-CIO, the President’s Council of Economic
Advisers, and the Credit Union National Association, to name a few.
Opponents of the bill argue that it invades states’ rights, that it is un-
necessary, that if passed it would be detrimental to the economy, and
that simple interest would be too difficult to calculate. Those who favor
it deny that any of these arguments have validity. On the positive side
they point to the benefit that would accrue to the customer if he could
shop for credit as he can for goods. The statement of the simple annual
interest rate would permit a customer to compare the true costs of
different forms of credit and to act rationally on that basis. On balance,
we favor any step that encourages rational decisions.—G.DuS.



