HOUSE BUSINESS & INDUSTRY COMMITTEE

Chairman, Jerry Metcalf, called the Business & Industry Committee
to order on January 13, 1983, at 9:00 a.m. in Room 420 of the
Capitol Building, Helena, Montana. All members were present
except Rep. Hal Harper and Rep. Bob Ellerd, who were excused.

HOUSE BILL 63

REP. JAY FABREGA, District 44, sponsor, stated that House Bill 63
and House Bill 64 were basically to amend the language that the
Senate amended out of the 1981 bills. Its removal created
problems to the retail merchants and charge card operations

of the state. This bill is actually a reenactment of last
session's bill. I see both of these bills as consumer issue
bills. If you can't borrow it in Montana, you have no choice

but to go out of state. If we don't pass this law, it will go
back to what the law was before the 1981 session which was
unsatisfactory.

JERRY RAUNIG, Montana Automobile Dealers Association, Helena, said
two years ago they thought that removal of the limit on interest
rates would really stimulate business, and that is exactly what
has happened. Many banks who had gotten out of the car finance
business are now back in the business and are competing with
each other. For the first time in 23 years we are seeing loans
being offered at interest rates below prime rate and even
below the ceiling you removed in 1981. The 1981 bill has worked
and we urge the Committee to give favorable consideration to
this bill.

RALPH ANDERSON, Automobile Dealer in Helena, said it was heart
warming to see legislation working exactly the way it was intended,
and that is for competition to be stimulated.

TIM RYAN, Automobile Dealer from Great Falls, said the rates are
coming down sometimes on a weekly basis. It means there is more
money available to consumers to buy cars.

KEN HOOVESTOL, Montana Marine Trade Association, Great Falls, and
BOB BUSHNELL, Montana Snow Mobile Association, said they were in
favor of House Bill 63.

GEORGE ALLEN, Montana Retailers Association, said John Krutar,
Professor of Economics, Carroll College, compiled a report on,
among other things, "is your current finance charge an increase
or decrease over that charged two years ago?" 25% increased;
6% decreased; 58% no change; 11% didn't know. This means 25%
showed an increase over two years ago. The majority showed no
change. This indicates the system does work and we need no
controls. (Exhibit #1)
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SAM NOEL, Bank of Montana, Great Falls, said they own their
own bank cards. They have $300,000 outstanding on their
cards and if this bill would not pass, they would have to
move their bank card system outside the State of Montana,
which would mean a loss of 20 employees.

IRENE RUSSELL, Russell's Timely, Great Falls, owns a small
investment firm. She said if the usury had not been passed
two years ago, she would be another business out of business.

ED SHEEHEY, JR., Montana Manufactured Housing, said he supported
House Bill 63.

JOHN CADBY, Montana Bankers Association, stated that usury
ceilings have significantly reduced the availability of credit
and created hardships for those who were supposed to be pro-
tected. They have curtailed the amount of credit available

to lower income borrowers, harming primarily those individuals
whom the ceilings are intended to benefit. (Exhibit #2)

DAVID GROSS, Billings Chamber of Commerce, stated his organization
supported House Bill 63.

SEN. CHRIS CHRISTIAENS, said he would like to go on record as
supporting House Bill 63.

OPPONENTS: none
CHAIRMAN METCALF: As there are no opponents and these bills are
so closely related, we will save questions until after testimony

for House Bill 64.

HOUSE BILL 64

REP. FABREGA, District 44, sponsor, said HB 64 removes the ceiling
that you can charge for the use of money in Montana to regulated
lenders such as credit unions, savings and loans, etc. Going

back to federal regulations would be ridiculous. It is sky high.
In this bill I want to repeal the Sunset provision and make it

a permanent statute of Montana as it is in most states in America.

JEFF KIRKLAND, Montana Credit Unions League, gave lengthy testimony
in support of House Bill 64 for the 24 state chartered credit
unions in Montana. He said most credit unions today have to offer
higher-yielding accounts to retain members who want to earn more
than just a passbook rate on their savings. One state-chartered
credit union recently had to decrease its new car loan rate from
15% to 13% to compete in its community - a result of the 1981 law.
(Exhibit #3)
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JOHN CADBY, Montana Bankers Association, stated his association
was in full support of HB 64.

OPPONENTS: none
QUESTIONS:

REP. FABREGA: Mr. Kirkland, you stated that 24 state chartered
credit unions would be affected by this bill. The federal
charter can disregard Montana's usury ceilings? Kirkland: Yes.
REP. ELLISON: Do the feds currently have a usury ceiling?
Kirkland: Yes - their current usury ceiling is 21%.

REP. BACHINI: Will the interest rate fluctuate from week to week?
Mr. Noel: You will find that most banks are on variable rates.
Some banks go quarterly but our bank goes weekly.

REP. METCALF: How has eliminating usury limits over the last
two years affected the number of loans you gave and have you
had an increase in your lending capacity? Mr. Kirkland:We have
found the savings and loan income has increased by 16% over
the last year. Rep. Metcalf: How about you bankers? Stan
Hill: Over the past two years our loans have been relatively
static. We have had about 10% growth and it has kept us in
the business.

REP. METCALF: On the retail installment bill...when this bill
was passed two years ago, the prime rate was 22% and it's now
down to 11%. Retail installment loans seem to be holding at
around 18 to 20 percent. Do any of you see retail installment
loans coming down in the future if the prime rate continues down?
Stan Hill: We may be in one of the more competitive rate
environments in consumer lending and we have all looked at the
ads that give 10 and 11 percent lending and in lieu of that we
have had to decrease our rate. The highest rate we are charging
is 17% and that's on unsecured loans.

EXECUTIVE SESSION: HOUSE BILL 63

REP. PAVLOVICH: Are the three senators back who put on the
Sunset order? Rep. Metcalf: Sen Christiaens is going to carry
this. Now that the Senate has seen the effectiveness over the
last two years, there shouldn't be a problem.

REP. WALLIN: I have been in the car business since 1946. We
are now involved in competition and competition really works.
There were many that couldn't borrow money before this bill was
passed. I back it 100%.

REP. BACHINI: How many states have eliminated the usury limits?
REP. KITSELMAN: 38 have eliminated the usury limits.
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REP. SCHULTZ moved that HOUSE BILL 63 DO PASS. The motion passed
by unanimous vote. .

REP. WALLIN moved that HOUSE BILL 64 DO PASS. The motion passed
by unanimous vote.

The meeting adjourned at 10:20 a.m.

J. M(Uf(//

JERRY METCALF, CHAIRM]&SE>
C:::ﬁzizddé;— 7‘;14439244L,/

Lindd Palmer, Secretary
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PROVIDING AN IMMEDIATE EFFECTIVE DATE."

House 64
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House Bill 63

Mr. Chairman and Members of the Committee:

My name is George Allen, registered lobbyist for the Montana Retail Association.
I am here today in support of House Bill (3, which changes the way finance

charges are combuted.

During the last session the legislature lifted the ceiling on revolving credit,
and it was also determined that finance charges must be computed on the adjusted

month end balance.

The bill you have before you today gives the store three options:
1. Adjusted month end balance.
2. Average daily balance.

3. An average daily balance within a $10.00 radius.

Some companies that do business outside Montana have a real problem with our
present law. As you know, we are in the computer age. Computers are programed
to charge a certain percentage rate. For example, in the Western states Idaho,
Utah, Colorado, Wyoming, North Dakota and South Dakota, the interest rates

are all computed the same way. But when they send their statements to Montana
they find they must reprogram their comﬁuter to accomodate our billing law.

This creates more expense that eventually gets past on to the consumer.

Computing finance charges on adjusted month end balance is an unfair method.
Some of the credit card people have raised their finance charge from 18% to

21% just to stay even with what was generated two years ago.

For example: The moneys recceived through finance charges figured at 18%

on an average daily balance, are just about the same as the moneys received on
the finance charge figured at 21% based on an adjusted month end balance. This
appears to our customers that the finance charge percentage rate is higher in
Montana tﬁgg in the surrounding states. While it is true that the percentage
rate is higher, it is not true that the actual moneys paid for the use of credit
is higher. This is one example of well intended legislation that ends up

confusing the customer.
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For a businessman to extend credit he must consider three things:

1. His cost of borrowed money,

2. His cost of bad debts;

3. His cost of administration.

It is easy for some one to compare the New York prime rate of 11% or 12%
or whatever, with the interest rates charged by a business of 18% or 21%

and feel the business is making a great profit when they are not.

When you consider the three factors that must be included in establishing a

rate you can see a company is lucky if it breaks even. Very few companies

in the West can borrow at the New Yrok prime rate. We must pay "in house

prime" at the local banks, which is almost always higher than the well publicized

New York priwc.

In the past two years Montana has had a deregulation of interest rates. Ue
all wanted to know if the free interpiifs_system works, would competition hold
the line. To help us see the true picture of what has actually happened we
wanted an independent, unbiased opinion. We hired John Krutar, Professor of
Economics, Carroll College, to help us find some answers. His report is

attached to my testimony.

One of the most important questions we were interested in ( is your current
finance charge an increase or decrease over that charged two years ago.)
Results show: 25% increased
6% decreased
58% no change
11% didn't know

As you can see, 25% indicated an increase over two years ago. The important
thing to realize here is that the increase of all but two stores raised their
interest rates from zero to 18%. Only two stores raised their interest rates
above 18%. The stores that raised from zero to 18% showed that they charged
no interest rates previously. The majority - 58% - showed no change. This

indicates the system does work and we need no controls.
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The survey also pointed out that most retailers would rather not extend credit
at all, but find it necessary in order to survive. Moneys received on intercst
rates do not pay for expenses of hiring money, cover losses for bad credit,

drzﬁ.pay for administration.

I'd like to call your attention to the last couple of sentences on the survey
that say, "there has never been a period of time in recent history when general
credit conditions have provided a more legitimate reason to adjust interest

rate charges upwards. Perhaps Montana retail merchants are uncomfortable with
charging their customers higher interest rates and prefer instead to utilize

restrictive credit policies to survive the times."

As car readily be seen, deregulation of interest rates and how billing pro-
cedures affect the retailer are important issues. Each individuzl retailor
necds to be able to choose which of the three options, as proposed by llouse
Bill 63, will best benefit his business. House Bill 63 is an important bill

and the retailers of Montana support it.

I'd like to give you a few highlights of the survey done by Mr. Krutar. He
contacted ten different types of businesses in eighteen towns around Montana,
asking seven specific questions regarding credit. The survey pointed out
that after all the information was pulled together, the retail community did

not abuse their new-found freedom to set their own interest rates.

It is also important to point out to you that in order to continue offering
credit to our customers, we need the flexibility that this bill gives us.

We urge you to support House Bill 63.
Respectfully Submitted,

George E. Allen
Executive Vice-President
Montana Retail Association



1621 Broadway
Helena, MT 59601
December 23, 1982

Mr. George Allen

Executive Director

Montana Retailers Association
34 West Sixth Street

Helena, MT 59601

Dear Mr. Allen:

Enclosed is a summary of results from the telephone sur-
vey I recently conducted to ascertain credit policies

of Montana retailers. I am also enclosing the support
documents including the original list of merchants, the
random numbers program, and the actual questionnaire form.

If T can be of further assistance, please do not hesitate
to contact me.

Sincerely,

[l /// L.

Jon Af Krutar
{pconomist

Attachments
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During mid-December Montana retail merchants were
contacted by telephone and asked questions regarding their
retail credit policies. Sixty names were randomly selected
from a 1iét.of 153 provided by the Montana Retailers
Association. The analysis which follows revolves around
the answers provided by fifty of the merchants contacted.
The remaining ten were either not available or not willing
to answer questions regarding their credit policies.

Any sample of an entire population is, by definition,
not a complete representation. However; the size, type,
and geographical distribution of the sample, and the con-

sistent responses received allow the analyst to draw

several conclusions with a comfortable degree of confidence.

Tables I and II indicate the distribution of retailers

by business classification and geographical location,

respectively.
TABLE I

Business Type Number
Appliance 2
Business Machines and Suppiies 3
Clothing and Shoes 18
Drug 1
Furniture and Flooring 10
Hardware 7
Jewelry 3
Photo and Printing 2
Sports 3
Tire 1
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TABLE II

Location Number

Billings
Bozeman
Butte
Conrad .
Culbertson
Dillon
Glasgow
Glendive .
Great Falls
Havre
Helena
Kalispell
Lewistown
Malta

Miles City
Missoula
Shelby

Wolf Point

NMHHEONWNDNNOF O HMENOWD

Seven separate guestions were asked key personnel who
were familiar with each {irm's credit policies. Summary
results for each question are provided, followed by inter-

pretative comments.

Question One - Do you extend credit?

———-Ye§~—-without qualification = 72% ~
Yes - with qualification 24%
No 4%

Those answering '"no" to this question were included in
the sample since they had just recently eliminated credit
to customers. The "qualified yes'" respondents tended to
confine their credit offerings to a low risk clientele
such as established businesses, government agencie€es, or

select consumers.
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Question Two - Do you use a finance charge for your credit

accounts?
Yes - without qualification 62%
Yes - with qualification 13%
No 25%

The percénfages shown here are based on the forty-eight
businesses who answered the first question affirmatively.
The qualified responses indicated that finance charges are
not universally applied to all credit customers or are only
applied after a specified grace period of thirty to sixty

days.

Question Three - What is the annual percentage rate of

your finance charge?

Rate Percentage of those using a
- finance charge
17% » | 3%
e 1 8% - e 69% )
21% 3%
22% 3%
24% 5%
Don't know or would not reveal 17%

In order to properly interpret the results of this ques-
tion, it must be remembered that the first two questions
naturally reduced the number of responses, i.e., those

indicating they did not extend credit or did not use a



PR
7’;/‘}5(/’/
4
finance charge are not included here. The data suggests

that an annual interest rate of 18% is favored by over

two-thirds of the sample group.

Question Four - Is your current finance charge an increase

or a decrease over your rate two years ago?

Increase 25%
Decrease 6%
No Change 58%
Don't Know 11%

Again, the above percentages are with respect to only
those presently using financial charges. It appears that
very few retailers have adjusted the numerical value of
their financial charges, particularly when one considers
that over half of those indicating an increase had just
recently implemented a charge. Only two respondents
indicated an increase from their 18% rate charged two

years ago.

Question Five - Has the number of your charge accounts

changed during the past two years?

Increase 22%
Decrease 38%
No Change 36%
Pon't Know 4%

The answers to this question, combined with those of the

prior question, suggest a couple possible hypotheses.
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The higher rates charged could tend to reduce the number
of credit accounts, or as credit conditions have worsened
over the past two years, merchants may have relied more
heavily on restricting credit availability than relying
upon the éutomatic rationing effects of higher finance
charges. Examining specific responses, the questionnaire
reveals.that only a third of those merchants who raised
their charges noted that the amount of credit extended
had decreased. It appears other factors are operating to

reduce the number of charge accounts.

Question Six - Are you currently extending credit to new

customers?

Yes - without qualification 44%
Yes - with qualification 34%
No ‘ 22%

The results of this question initially seem to be in

conflict with those of the prior question. Merchants

could be activei?uextending additional credit and dis-
covering the number of charge accounts declining or stay-
ing the same only if business in general was in a slump
and/or finance charges were escalating. As suggested,
the data does not seem to support the latter. While the
general economic slowdown could certainly explain part

of the apparent disparity between the responses to the
two questions, an additional possibility seems very

likely. The degree to which those questioned qualified
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their "yes" responses to this question is quite signifi-
cant, particularly since such qualifications were totally
unsolicited. The nature of the comments indicates retailers
are making a sincere effort to carefully screen applicants
in today'é depressed economic climate. The number of
qualified fyes" responses would undoubtedly have been
even higher had the interviewer specifically solicited
qualifications. The overall number of positive responses
probably also reflects a merchant's tendency not to

discourage potential business.

Question Seven - Do you have any additional comments about
your retail credit in general?
Yes 56%

No 44%

The magnitude of 'yes" responses to this open-ended ques-
tion, particularly during the busy ‘holiday season, suggests

retail merchants are extremely concerned with customer

credit. The nature of the comments is even more revealing.

A consistent theme is that retailers are not particularly
enthusiastic about being in the credit business, but
perceive it as a necessary requisite fbr their businesses.
Numerous comments also support an earlier hypothesis that
the dismal state of the economy is forcing them to ration
credit more carefully, typically relying on more stringent
screening as opposed to adjusting finance charges. Those

merchants who commented favorably upon their credit
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approach stressed their cautious approach, while those
expressing dissatisfaction focused their comments on
problems of collections. Several mentioned they were
relying more heavily on third party lenders such as
banks, crédit cards, and finance companies. In general,
the merchapts do not seem to view charging customers for
extendiné credit as part of their revenue generating
operations, but instead accept such a responsibility as
a necessary part of surviving in the present business

climate.

Summary

The random merchants contacted by telephone were asked

to respond to seven questions regarding their retail
credit policies. Some of the questions asked participants
to contrast their present policies with those of two years
ago in an attempt to determine if there was significant
change in lending behavior as a result of legislation
“removing-finance-charge ceilings.-—Unfortunately, in _this =
case, as in all cases of economic research, other factors
change as well and a completely controlled experiment is
not possible. The deterioration of the economy during
this two-year period has obviously been a major factor in
determining retail merchants' credit policies. An argu-
ment could be made that in an attempt to maintain sales,
merchants have responded by actively extending new credit.

An opposite possibility is that retailers, faced with
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mounting uncollectibles as well as increased charges and
stringent credit requirements from wholesalers, have
retreated from aggressive retail credit offerings. Both
the data and comments collected tend to support the latter
thesis as the dominant response,

General national and state statistics as well as the
data probiaed by the survey suggest that over the past
two years, consumer demand for credit has been rising
relative to merchants' desire to provide it. Given this
scenario, retail merchants have had two options. They
can either allow the marketplace to ration credit by
increasing interest charges, or they can implement more
selective credit practices. The data acquired through
the telephone survey indicate Montana retailers have
preferred to ration by restricting those eligible for
credit. It is impossible to discefn whether this reac-
tion has been one of conducting business as usual with the
old finance chérge, or a result of a common perception
about a '"just' interest charge. Since Montana merchants
had previously faced interest rate ceilings, it is
possible they failed to respond to the opportunity to
raise their charges because of ignorance of the new law
or just because of habit. Whatever the reason, there has
never been a period of time in recent history when general
credit conditions have provided a more legitimate reason
to adjust interest rate charges upwards. Perhaps Montana

retail merchants are uncomfortable with charging their
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customers higher interest rates and prefer instead to
utilize restrictive credit policies to survive the

times.



.
- MONTANA BANKERS ASSOCIATION
- ' Testimony on House Bill 64
- House Business and Industry Committee
~ 9:00 a.m. Thursday
Room 420 January 13, 1983
-
Mr. Chairman and Members of the Committee:
od My name is John Cadby. I am executive vice president of the Montana
- Bankers Association. Our association consists of large and small, inde-
= pendent and system, state and national, city and rural, or approximately
98% of all banks in the state of Montana. In their behalf, we thank you
- for giving us this opportunity to speak in support of House Bill 64.
A multitude of studies have been made on interest rate ceilings.
~ From the attached study are the conclusions by Donna Vandenbrink, an
- economist for the Federal Reserve Bank of Chicago:
"Economic research ciearly supports the current legislative
- moves toward deregulation of usury ceilings. The evidence on
- the impact of usury ceilings shows that they have not achieved
w’i their objectives. According to the empirical studies surveyed,
'& usury ceilings have significantly reduced the availability of
: credit and created hardships for those who were supposed to be
protected. Ceilings have encouraged lenders to use such credit
rationing devices as higher down payments, shorter maturities,
~ and higher fees for related noncredit services, which increase
- the-effective -interest rate. They have curtailed the amount of
- credit available to lower income borrowers, harming primarily
those individuals whom the ceilings are intended to benefit.
ol Finally, the lack of uniformity of usury laws across states has
. distorted credit flows and economic activity, favoring those
" states and regions which are less regulated".
We have additional studies on the subject of interest rates by experts
- throughout the nation, if the committee would like more information on the
subject. Virtually every study reaches the same conclusions and supports

-

- ExhBiT L

the position taken by the 1981 Legislature in exempting financial insti-

- . . Dy 3
« ~-utions from interest rate ceilings. We urge passage of HB 64 to perma-

-

nently remove these ceilings for the betterment of Montana's economy.
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House BiLL 64
TesTiMONY OF JEFFRY M. KIRKLAND
Vice PRESIDENT-GOVERNMENTAL RELATIONS

MonTANA CREDIT UNIONS LEAGUE

Berore THE House Business & INDusTRY COMMITTEE
ON THURSDAY, 13 JANUARY 1983

MR, CHAIRMAN AND MEMBERS OF THE COMMITTEE, FOR THE RECORD
I am Jerr KIrRkLAND, Vice PRESIDENT-GOVERNMENTAL & CoMMUNITY RELA-
TioNs FOR THE MoNTANA CReDIT UNIONS LEAGUE. OUR LEAGUE IS A TRADE
ASSOCIATION REPRESENTING 118 ofF THE 121 crREDIT UNIONS IN MONTANA,
NINETY-FOUR OF THOSE ARE FEDERALLY-CHARTERED, AND 24 ARE STATE-
CHARTERED.

ALTHOUGH House BiILL 64 wouLD AFFECT ONLY OUR 24 STATE-
CHARTERED CREDIT UNIONS, WE JOIN WITH THE OTHER REGULATED LENDERS
HERE TODAY IN SUPPORT OF THE BILL, SINCE WE BELIEVE THAT THERE IS
INDUSTRY-WIDE NEED FOR RELIEF FROM ARTIFICIALLY-IMPOSED USURY
CEILINGS,

DURING THE LAST LEGISLATIVE SESSION, THE LEGISLATURE OVER-
WHELMINGLY PASSED HOUSE BILL 238, A BILL THAT SUSPENDED THE USURY
CEILINGS OF ALL REGULATED LENDERS FOR A LITTLE OVER A TWO-YEAR
PERIOD, UNTIL 1 Jury 1983, THOSE OF YOU WHO WERE MEMBERS OF THIS
COMMITTEE WILL RECALL THAT THE ORIGINAL BILL CALLED FOR PERMANENT
REMOVAL OF THOSE USURY CEILINGS, AND THAT IS THE WAY THE BILL WAS
REPORTED OUT OF THIS COMMITTEE AND HOW IT PASSED THE HOUSE BY A
VOTE OF 94-3, |



-

HOWEVER, WHEN THE BILL WAS ACTED ON BY THE SENATE, THERE
WERE SENATORS WHO, | BELIEVE, WERE CONCERNED THAT LENDERS MIGHT
ABUSE THE ABSENCE OF USURY CEILINGS AND RAISE RATES UNJUSTIFIABLY
HIGH TO THE DETRIMENT OF CONSUMERS. THEREFORE, THE BILL WAS
AMENDED IN THE SENATE TO SUSPEND USURY CEILINGS UNTIL 1 Jury 1983,

IF THE PURPOSE OF THE AMENDMENT WAS TO PROVIDE BOTH THE
LEGISLATURE AND THE LENDING COMMUNITY A TWO-YEAR TRIAL PERIOD IN
WHICH TO ASSESS THE RESULTS OF THE ABSENCE OF USURY CEILINGS, I
FIRMLY BELIEVE THAT CREDIT UNIONS--AND THE OTHER REGULATED LENDERS,
FOR THAT MATTER--HAVE PASSED THE TEST WITH FLYING COLORS.,

OBVIOUSLY, SOME RATES HAVE INCREASED OVER THE PAST TWO
YEARS FROM WHAT THEY WERE PRIOR TO THE 6 APRIL 1981 EFFECTIVE DATE
OF THE LEGISLATION., THAT WAS TO BE EXPECTED, PARTICULARLY FOR OUR
STATE-CHARTERED CREDIT UNIONS WHOSE USURY CEILING PRIOR TO PASSAGE
OF THE LEGISLATION WAS 157, HOWEVER, WHAT | FIND TO BE OF MUCH
MORE INTEREST IS THAT, WHERE WARRANTED, MANY OF THOSE RATES THAT
WERE INITIALLY INCREASED HAVE ALSO DECREASED DURING THE TWO YEARS
AS CREDIT UNIONS ADJUSTED THEIR RATES IN RESPONSE TO RAPID AND
SOMETIMES WILD CHANGES IN THE MONEY MARKET, WHICH IS ONE DETERMIN-
ANT OF CREDIT UNIONS' COST OF FUNDS,

FOR EXAMPLE, ONE CREDIT UNION IMMEDIATELY RAISED ITS RATE
ON LOANS COLLATERALIZED WITH HOUSEHOLD GOODS--WHICH, INCIDENTLY,
THE FEDERAL BankrupTCcY CoDE OF 1978 MAKES PRACTICALLY WORTHLESS AS
COLLATERAL--TO 247, HOWEVER, LESS THAN A YEAR LATER, THE CREDIT
UNION LOWERED ITS RATE ON THAT TYPE OF LOAN TO THE CURRENT 187.
INTERESTINGLY, THAT SAME CREDIT UNION CHARGED 15% ON SHARE-SECURED
LOANS BOTH PRIOR TO AND AFTER PASSAGE OF Houst Brir 238. I1 sus-
SEQUENTLY LOWERED THAT RATE TO THE CURRENT 97.
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YEARS AGO, USURY CEILINGS COULD BE ESTABLISHED BY THE LEGIS-
LATURE WITH LITTLE WORRY THAT THEY MIGHT BECOME OUTDATED BEFORE IT
CONVENED AGAIN IN TWO YEARS. TODAY, THAT IS NOT THE CASE., CREDIT
UNIONS AND OTHER LENDERS NEED THE FLEXIBILITY TO BE ABLE TO ADJUST
RATES IN RESPONSE TO RAPIDLY CHANGING FACTORS: COST OF FUNDS (SAVINGS),
COST OF BORROWED FUNDS, AND COMPETITION FROM FINANCIAL AND NON-
FINANCIAL INTERMEDIARIES,

~ House BILL 64, BY PERMANENTLY REMOVING USURY CEILINGS,
WILL PROVIDE CREDIT UNIONS AND OTHER LENDERS THE NECESSARY FLEXI-
BILITY TO TAILOR LENDING RATES TO CURRENT MARKET CONDITIONS, IN
OUR CASE, IN TODAY'S ECONOMY, IF OUR USURY CEILING WERE TO REVERT
To THE 15% IT WAS PRIOR TO 6 APRIL 1981, MANY OF OUR STATE-CHARTERED
CREDIT UNIONS WOULD HAVE TO CURTAIL MOST, IF NOT ALL, LENDING
ACTIVITY,

AND THE ABSENCE OF USURY CEILINGS WILL BECOME EVEN MORE
CRITICAL IN THE FUTURE. OVER THE PAST THREE YEARS, CONGRESS HAS
INCREASINGLY DEREGULATED THE CEILING RATES FINANCIAL INSTITUTIONS
CAN PAY SAVERS FOR PASSBOOK SAVINGS, CERTIFICATES, AND SPECIAL
MONEY MARKET ACCOUNTS. AS THE SAVINGS-RATE CEILINGS COME OFF, THE
COMPETITION FOR THE SAVER'S DOLLAR HEATS UP--WHICH MEANS THAT CREDIT
UNIONS ARE PAYING INCREASINGLY HIGHER RATES FOR WHAT WE'VE BEGUN
CALLING "RATE SENSITIVE” FUNDS.

| As LITTLE AS FOUR YEARS AGO, MOST CREDIT UNIONS ONLY OFFERED
ONE SAVINGS RATE--THE BASIC PASSBOOK RATE. THAT RATE HAD A CEILING
OF /%, THERE ARE STILL CREDIT UNIONS IN MONTANA THAT OFFER
ONLY ONE SAVINGS RATE, BUT THE FLOOR RATE TODAY TENDS TO BE /%--
WITH SOME CREDIT UNIONS PAYING AS HIGH AS 107, MoST CREDIT UNIONS,



.

HOWEVER, HAVE HAD TO BEGIN OFFERING HIGHER-YIELDING ACCOUNTS TO
RETAIN MEMBERS WHO WANT TO EARN MORE THAN JUST A PASSBOOK RATE ON
THEIR SAVINGS, WE HAVE CREDIT UNIONS IN MONTANA THAT HAVE UP TO
/3% OF THEIR TOTAL SHARES IN “RATE SENSITIVE"” FUNDS. AND WITH
FURTHER DEREGULATION, MORE AND MORE SAVERS' DOLLARS WILL BE LEAV-
ING LOWER-YIELDING PASSBOOK ACCOUNTS AND GOING INTO HIGHER-YIELDING
“RATE SENSITIVE" ACCOUNTS,

THAT 1S CERTAINLY GOOD FOR THE SAVER, BUT CREDIT UNIONS
AND OTHER FINANCIAL INSTITUTIONS USE INCOME GENERATED FROM LOANS
' TO PAY INTEREST (CREDIT UNIONS CALL IT “DIVIDENDS") ON SAVINGS,
As SAVINGS RATES INCREASE, SOME LOAN RATES MUST INEVITABLY INCREASE
TO COMPENSATE, THE EXISTENCE OF ARTIFICIALLY-IMPOSED USURY CEILINGS
MAY WELL RENDER IRREPARABLE HARM TO THE FINANCIAL INSTITUTION THAT
FINDS ITSELF HAVING TO PAY EVER HIGHER RATES FOR SAVINGS BUT UNABLE
TO CHARGE ENOUGH FOR LOANS TO PAY THOSE SAVINGS RATES.

THE CONCEPT OF USURY CEILINGS AROSE HUNDREDS OF YEARS AGO
WHEN THE USE OF CREDIT WAS RELATIVELY RARE AND WHEN THERE WAS NOT
ENOUGH OF A MARKET NOR ENOUGH COMPETITION TO EFFECTIVELY DETERMINE
LENDING RATES. TODAY, HOWEVER, THERE IS NO NEED FOR ARTIFICIAL
USURY CEILINGS, FOR WHAT THE MARKET GIVETH, THE MARKET ALSO TAKETH
AWAY. THAT IS, COMPETITION AMONG THE VARIOUS LENDERS TODAY ALSO
HELPS DETERMINE THE RATES CHARGED ON LOANS., ONE STATE-CHARTERED
CREDIT UNION RECENTLY HAD TO DECREASE ITS NEW CAR LOAN RATE FROM
15Z 10 13% TO COMPETE IN ITS COMMUNITY,

COMPETITION IS A POWERFUL FORCE IN OUR INDUSTRY, FOR IF
FEWER MEMBERS BORROW FROM THE CREDIT UNION, CREDIT UNION EARNINGS
DECREASE, SO THE RATE MUST COME DOWN TO MEET THAT OF THE COMPETI-
TION. THAT TYPE OF COMPETITIVE INTERACTION AND NOT USURY CEILINGS



-5-

HELPS DETERMINE ACCEPTABLE LEVELS FOR LENDING RATES, |

To MY KNOWLEDGE, FROM A SURVEY WE TOOK IN LATE DECEMBER,
19% 1S THE HIGHEST RATE BEING CHARGED FOR A LOAN BY A STATE-
CHARTERED CREDIT UNION, AND THAT IS FOR A SIGNATURE LOAN., THE
LOWEST RATE IS 9%, AND THAT IS FOR A SHARE-SECURED LOAN, THE RE-
MAINDER OF RATES TEND TO FALL IN THE 127, 157, AanD 187 CATEGORIES,
WITH THE HIGHER RATES BEING CHARGED FOR LOANS OF GREATER RISK,

OBVIOUSLY, CREDIT UNIONS HAVE PROVEN BOTH TO THEIR MEMBERS
AND TO THE LEGISLATURE THAT THEY ARE RESPONSIBLE LENDERS--EVEN
THOUGH THERE HAS BEEN NO USURY CEILING TO RESTRICT THEM,

IN CONCLUSION, THERE IS A DEFINITE NEED TO ADDRESS THE
PERMANENT REMOVAL OF USURY CEILINGS FOR CREDIT UNIONS AND OTHER
REGULATED LENDERS. LENDERS NEED THE FLEXIBILITY TO ADJUST THEIR
RATES IN RESPONSE TO RAPID AND SOMETIMES WILD CHANGES IN THEIR
COST OF FUNDS, PARTICULARLY IN LIGHT OF FURTHER SAVINGS RATE DE-
REGULATION BY THE FEDERAL GOVERNMENT AND INCREASING COMPETITION
FOR THE SAVERS' DOLLARS BY NON-FINANCIAL AND NON-REGULATED INTER-
MEDIARIES SUCH AS MONEY MARKET MUTUAL FUNDS, SEARS, AND THE FORD
MoTOR COMPANY TO NAME JUST A FEW.

SINCE FIRM CEILINGS HAVE THE EFFECT OF CURTAILING THAT FLEX-
IBILITY AND IN DOING SO MAKING CREDIT MORE DIFFICULT TO OBTAIN FOR
THOSE WHO MOST NEED CREDIT AT RELATIVELY REASONABLE RATES, WE
SUPPORT THE PERMANENT REMOVAL OF USURY CEILINGS AS PROVIDED FOR
IN House BiLL 64,

FOR THOSE VERY COMPELLING REASONS, WE URGE THAT THIS Com-
MITTEE RECOMMEND THAT House BiLL 64 po pass,





