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ixix

before i knew i would write a book, this project began as an attempt to 

answer some questions about myself. When I was an undergraduate, I 

racked up about $3,000 in credit card debt in rather short order. I then strug-

gled for years to bring the balance down. Why, I wanted to know, did I think 

accumulating the debt was a good idea? How did I convince myself, a college 

student without a stable income, that I would borrow-to-buy responsibly? I 

started a graduate program in U.S. history still pondering these questions. 

In my first attempt to formulate a research topic, I projected them onto the 

nation’s recent past: why had so many Americans taken on so much high-

interest debt in the 1980s, the 1990s, and after? What changes in the na-

tion’s society and culture convinced them to do so? To frame my thinking, I 

examined national statistics, where I saw my experience reflected in the par-

abolic rise of credit card borrowing, indebtedness that peaked in May 2008 

at more than $1 trillion. I read books like Robert Manning’s Credit Card Na-

tion, which offered sociological explanations for the nation’s so-called credit 

addiction. I talked to a marketing professor who had worked on American 

Express’s class-coded branding (green, gold, platinum, black). Yet I couldn’t 

see a viable research design or set of sources that would shine new light on 

why consumers borrowed so much, so often. Individual borrowing choices 

were just that, I reasoned—individual, idiosyncratic. Borrowing is also per-

sonal and private. Even if people had reflected on their choices, there could 

hardly be enough evidence to make generalizable claims about American 

society. My project needed a new direction.
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To find one, I transitioned from “why” to “how”: how did it become pos-

sible for American consumers to take on so much unsecured debt? That 

question led me to focus not so much on society and culture, but on public 

policy and business strategy. The story I uncovered begins in the 1930s, with 

Franklin D. Roosevelt’s New Deal. Amid the ravages of the Great Depres-

sion, the Roosevelt administration sought to revive the economy by encour-

aging household borrowing. To do so, the New Dealers created both federal 

welfare programs that made many American families creditworthy and fed-

eral lending programs that made low-cost credit widely available for privi-

leged households. Consumer credit became a tool for American welfare 

policy, one managed by the federal government and—I discovered—the 

states. Through a mix of federal and state regulation, the New Dealers chan-

neled credit toward social priorities and granted consumers oversight over 

state-level credit markets. The New Deal created, in effect, a place-based so-

cial contract for finance. Throughout the post–World War II decades, state 

laws restrained finance and financial profits. Bankers, unsurprisingly, chafed 

under these restrictive rules. They seized credit cards as one way to innovate 

around them. Cards became the era’s fintech—novel financial technology, 

space-age plastic. In the 1950s and 1960s, bankers used cards to offer high-

interest loans outside the bounds of existing regulations. The New Deal fi-

nancial structure, though, proved resilient. Consumer and labor groups or-

ganized for and secured state-level limits on credit card interest rates. State 

price caps shifted the risk of long-term interest fluctuations onto card issu-

ers, discouraging bankers and other lenders from putting consumers into 

long-term credit card debt. In the early 1980s, however, opportunistic bank-

ers found another way to undermine state credit rules. They relocated their 

card businesses to states, like South Dakota and Delaware, with the most 

favorable regulations, curtailing the ability of all states to regulate the price 

of credit. Banks then opened the spigots.

Plastic Capitalism thus recovers state regulation as a foundational compo-

nent of the New Deal’s safe and stable financial system and uncovers a miss-

ing hinge on which the U.S. turned toward risky, expensive finance in the 

decades after 1980. I show how, for a time, state-level financial regulation 

restrained consumer indebtedness. I have tried to do so, however, without 

being naïve or nostalgic. It’s not just that white supremacists defended slav-

ery and later Jim Crow segregation under the tarnished banner of states’ 
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rights. State governments were and are centers of political power, where in-

terest groups compete to imprint their goals onto public policy. In this book, 

I recount how privileged consumers used state interest rate caps to extend a 

bargain made during the New Deal that guaranteed low-cost credit to white, 

male-breadwinner-led families. The most sophisticated did so knowing that 

new rate caps would exclude poor and minority households from credit ac-

cess, forcing them toward high-cost, fringe finance.

The eventual hamstringing of state regulation changed the terms of 

financial inequality but not its essential substance. Instead of exclusion, after 

the 1980s borrowers assigned lower credit scores—often poor and minority 

consumers—experienced what Keeanga-Yamahtta Taylor has called preda-

tory inclusion. They paid higher prices for credit, faced a raft of charges and 

service fees, and risked debt collection and bankruptcy. Meanwhile, card 

firms offered middle-income and elite consumers less expensive credit and 

a buffet of perks and rewards. Freed of regulatory restraints, credit cards 

became engines of upward redistribution. They also became immensely 

lucrative for banks and for the networks, Visa and Mastercard, that control 

the private payment systems in our twenty-first-century economy.

I began this project interested in consumer indebtedness and economic 

precarity, but through researching and writing, the book also became a story 

about financial industry growth and banking concentration. The card I re-

ceived in the mid-2000s was issued by Maryland Bank, N.A. (MBNA). I 

didn’t know it at the time, but Baltimore’s Maryland National Bank chartered 

MBNA as a Delaware subsidiary in 1982, after the bank failed to convince 

Maryland’s legislature to allow annual fees on credit card accounts. Over 

time, MBNA became one of the nation’s largest credit card issuers, in part by 

partnering with colleges and universities to offer cards to undergraduates. 

My card came on the letterhead of the University of Georgia Alumni Asso-

ciation. It had a picture of the school’s mascot, UGA VI, on the front. In 

2006, Bank of America acquired MBNA. With more than 5,700 branches in 

thirty states, Bank of America was big and growing bigger. The MBNA deal 

vaulted Bank of America over J. P. Morgan Chase and Citigroup to make it 

the nation’s largest bank card issuer, with 20 percent of the highly concen-

trated credit card market. These three banks, along with American Express 

and Capital One, issued three-quarters of the nation’s credit cards.
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The scale of national financial concentration, while common in other de-

veloped democracies, was new in the United States. In the 1930s, Congress 

designed the New Deal banking regulations to preserve a political economy 

of small finance. Interstate branching rules prohibited banks from building 

offices across state lines. Product-line restrictions prevented bankers from 

engaging in other financial businesses, like insurance. Together with state 

price ceilings, these rules kept most banks small, reinforcing the place-based 

social contract. Banking concentration within discrete geographic markets 

existed, but never on a national scale.

Several forces converged to erode the New Deal’s barriers to concentra-

tion. Beginning in 1979, Federal Reserve chairman Paul Volcker waged all-

out war against inflation by unleashing unprecedentedly high interest rates. 

The tight money policy, coupled with a bipartisan movement aimed at roll-

ing back New Deal era rules, pressured Congress to initiate moderate price 

and product-line deregulation in the early 1980s. Nevertheless, lawmakers 

maintained the system’s core reliance on state boundaries to restrain na-

tional financial consolidation. The financial turbulence caused by the Fed’s 

policy, though, gave further momentum to deregulatory ideology and ulti-

mately greater banking concentration: as bank failures increased, federal of-

ficials encouraged strong banks to rescue weak rivals through interstate 

acquisitions. State legislatures, meanwhile, enacted laws that encouraged re-

gional bank mergers ahead of direct competition from colossal New York 

and California banks. In 1993, Congress authorized fully interstate branch-

ing, unleashing a wave of consolidation. Then in 1999, the New Deal’s in-

dustry silos fell too, enabling concentration to spread across the financial 

services industry. The era of domestic megabanks, forestalled since the 

1930s, had arrived.

Credit cards prefigured the larger process of financial consolidation, front-

ing bank strategies to create regional and then national consumer businesses 

within the still vibrant New Deal order. This outcome was unintended and 

ironic. Bankers developed card plans in the 1950s to help small retailers 

compete with expanding department stores. Department stores already of-

fered card-based credit. Bankers merely emulated this service. In doing so, 

bankers exerted greater control over local credit markets by shifting credit 

relationships, which merchants and consumers maintained outside of 

banks, into bank offices. Still, bank card plans remained small and local. 
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Only with time and experience did bankers settle on transaction volume as a 

critical component of card plan profitability. As the number of transactions 

increased, they reasoned, costs per transaction would go down. Geographic 

expansion would generate more volume and enable banks to compete with 

travel and entertainment cards, issued by firms like Diners Club and Ameri-

can Express, that already enjoyed nationwide reach. In the late 1960s, bank-

ers connected their local plans into regional and later nationwide networks, 

enabling consumers to use bank cards from coast to coast.

The geographic expansion of bank card plans advanced in tension with the 

social ties that held financial markets together. Bankers continued to root 

their card plans in local relationships. They recruited consumers and mer-

chants within reach of their branch offices. Bank card networks remained 

fragmented and localized—built and maintained as a collective project by 

banks that were confined within narrowly constructed geographic markets. 

Only in the mid-1970s did aggressive banks—led by New York’s Citibank—

arrogate the networks that the industry had built collectively to solicit card-

holders on a national scale. Citi’s timing, on the eve of the Volcker shock, 

proved first ill-chosen, then opportune. When the surging cost of money 

threatened to wreck their card businesses on the shoals of interest rate risk, 

large card issuers relocated to job-hungry states without price regulations. 

No longer burdened by interest rate restrictions, Citi and its peers resumed 

nationwide solicitations, claiming national market share at the expense of 

smaller and less sophisticated rivals.

In their quest for scale, bankers initiated what I call Gresham’s law of plas-

tic, through which high-cost, high-risk credit crowded out lower-cost, less 

risky alternatives. Here, Plastic Capitalism’s themes of concentration and 

consumer indebtedness merge. Even as market interest rates fell in the mid-

1980s, the largest banks maintained heavy card promotions and high prices. 

Bankers justified high rates in part because they lent to riskier borrowers: 

high prices compensated bankers for the higher likelihood of credit losses. 

Predatory inclusion contained a circular, self-reenforcing logic. Expensive 

credit compensated lenders for extending credit to riskier borrowers; expen-

sive credit made consumer default more likely, justifying high prices. Over 

time, improved information technology enabled banks to discriminate more 

effectively among low- and high-risk borrowers. Financial finetuning en-

couraged still more lending. As credit card debt climbed ever higher, so did 
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consumer bankruptcies, which increased from 288,000 in 1980 to 1.5 mil-

lion in 2004.

This point merits emphasis: high bankruptcy rates were an expected out-

come of lending large, unsecured sums to high-risk borrowers. Yet high 

bankruptcy rates also undermined the consumer lending markets that fu-

eled the nation’s economic engine. Mass consumer credit, emergent in the 

1920s, was given robust government support during the New Deal. Even 

with the scaling back of the New Deal’s financial regulations, the new policy 

regime required an active government role in structuring and policing credit 

markets. In the same way that policymakers had created rules to protect the 

pre-1980 system of low-cost consumer finance (for example, by devoting 

public resources to combatting credit card fraud), so too did policymakers 

align to protect the new system of expensive and risky lending. In the 1990s 

and early 2000s, banks and other lenders lobbied for stronger personal 

bankruptcy rules to enforce credit card contracts. In 2005, Congress enacted 

the Bankruptcy Abuse and Consumer Protection Act, which made it harder 

for consumers to discharge debts through bankruptcy. The enhanced provi-

sions of the act, in turn, may have partially motivated Bank of America’s 

takeover of MBNA. Following the acquisition, the New York Times reported, 

“Bank of America elected to follow the MBNA methods it had long ad-

mired—from its partnership marketing to its aggressive debt collection 

techniques and reliance on high fees.” With concentration, the most aggres-

sive card issuer practices became the only card issuer practices. Bad plastic 

money drove out the good.

Together, consumer indebtedness and banking concentration point like a 

beacon toward the financial crisis of 2008, a drama in which Bank of Amer-

ica, Citigroup, and other protagonists of this book played leading parts. The 

crisis seemed to affirm economist Hyman Minsky’s central insight, that “the 

tendency to transform doing well into a speculative investment boom is 

the basic instability in a capitalist economy.” In the United States, much of 

the speculative investment flowed into consumer credit markets—most 

obviously housing, but credit card lending as well. The nation’s longstanding 

reliance on consumer borrowing to drive economic growth remained but 

with none of the restraint imposed by the New Deal regulatory order.

As the financial system came crashing down, federal officials rescued the 

concentrated, systemically important firms. Citigroup, the world’s second 
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largest bank (and, by September 2008, world’s largest credit card lender), 

was the quintessence of too big to fail. Citi’s role in national and global pay-

ment systems was one of the many reasons government officials gave for 

repeatedly bailing out the bank. “You would go out in a cab, swipe your card, 

and it wouldn’t go through,” Citigroup chairman Richard Parsons explained 

in March 2011, likewise framing the case for rescue around Citi’s dominant 

position in consumer payments. “You wouldn’t be able to buy a loaf of bread 

or clear a check. It would be like Egypt. People would be out in the streets.” 

Presumably, Parsons meant this as hyperbole. Six months later, people would 

be out in the streets, occupying Zuccotti Park in lower Manhattan to protest 

the government rescue of banks but not of households—and thus the per-

petuation of the political economy of big finance and unremitting debt.

Reflecting on the affluent society the New Deal created, Harvard econo-

mist John Kenneth Galbraith asked in 1958, “Can the bill collector be the 

central figure in the good society?” After the 2008 crisis, it seemed like the 

time had come to renew Galbraith’s question, with purpose. Credit card debt 

peaked at $1 trillion in May 2008, but declined to $832 billion by May 2011. 

I anticipated a turning point, a recalibration. The Great Depression of the 

1930s destroyed much of capitalism and threatened to destroy all of it. In its 

wake, a new social compromise emerged, which in the United States in-

cluded an invigorated welfare state and the rigorous control of finance. The 

2008 financial crisis threatened similarly epochal destruction. Policymak-

ers, schooled in the lessons of the 1930s, forestalled a similarly catastrophic 

collapse. We should not lament the rescue. But no new social compromise 

emerged—no new political economy took command.

Instead, the nation’s political leaders sought to preserve the existing sys-

tem, continuing to rely on household borrowing to spur the economy for-

ward. Piecemeal reforms provided some new consumer protections without 

fundamentally altering the status quo. The Dodd-Frank Act, which created the 

Consumer Financial Protection Bureau, is one example. The Credit Card 

Accountability Responsibility and Disclosure (CARD) Act, enacted in 2009, 

is another. Momentum for card reform had been building before the crisis. 

The CARD Act restricted a number of abusive pricing and billing practices, 

while protecting “young consumers,” eighteen- to twenty-one-year-olds (like 

me), by making it more difficult for them to get credit cards. Yet these reforms 

came without addressing the underlying reasons young consumers borrowed 
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in the first place, likely pushing cash-strapped undergraduates toward other 

forms of debt. I finally paid off my card balance with a federal student loan. In 

recent years, credit card borrowing has resumed its galloping growth, and 

student loan debt has grown even faster.

This is a book of history, and I will not venture either policies or predic-

tions. It is also a book concerned, at its core, with the fraught relationship 

between capitalism and democracy. The Great Depression of the 1930s 

nearly ended both experiments. The New Deal, in different ways, rescued 

both, in part by making capitalism subject to a greater measure of demo-

cratic participation and oversight. In finance, this order was twofold. First, 

through the institutions of federalism, organized consumers enforced a 

place-based social contract. That contract proved fundamentally inade-

quate—it excluded low-income and minority groups from the bargaining 

table and from mainstream credit markets. Nevertheless, the New Deal regu-

latory order enabled consumers to shape vigorous credit regulations to 

match their expectations for economic fairness in America’s rapidly chang-

ing consumer society. Second, the continued maintenance of the political 

economy of small finance ensured that most banks remained small. Fear of 

concentrated finance was elemental to the American democratic tradition. 

In the postwar era, policymakers worried that large, concentrated financial 

firms would favor large corporate borrowers over the small proprietors who 

embodied the ideal of American free enterprise. In league with small bank-

ers, congressional policymakers maintained a fragmented financial system, 

which limited bank profits and channeled bank lending toward public pur-

poses. This book is about the end of both restraints. Bankers adopted cards 

to escape the regulatory checks on financial profits. They used cards to es-

cape democratic oversight.

The New Deal emerged from the failure of capitalism to reconcile itself to 

democracy, and the failure of financial capitalism in particular to provide the 

stability required by democratic society. The New Deal restrained private fi-

nance and bent its powers toward public purposes. Other developed econo-

mies followed even more restrictive paths. Yet through its use of private 

finance, the New Deal opened the door for financiers to grasp the mantle of 

public legitimacy—to deliver the prosperity promised by the New Deal while 

disavowing democratic control. Credit cards, as I demonstrate in this book, 

were central to a long contest between those who sought prosperity through 
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regulation and those who sought prosperity without it. Still, the rise of fi-

nance after 1980 was not the result of a grand design. It was incremental, 

opportunistic, and often clumsy. It operated through a fragmented political 

system, which offered stakeholders a variety of tools for shaping and reshap-

ing market rules. It rested on a legal system that often struggled to apply in-

herited legal categories to the strategic deployment of new financial 

technologies. Although this book ends in the 1980s with bankers’ manipula-

tion of the political structure to shield themselves from democratic control, 

it forcefully demonstrates the long and successful efforts of consumers and 

other stakeholders to shape card markets through democratic institutions.
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in april 2006, citigroup ceo charles “Chuck” Prince III made a special 

visit to Sioux Falls, South Dakota. Formed by the 1998 union of Travelers 

Insurance and New York’s Citibank, Citigroup was the world’s largest 

financial services company. The merger, which also included Travelers’s in-

vestment bank subsidiary Salomon Smith Barney, blasted through regula-

tory silos that had divided commercial and investment banking since the 

New Deal’s 1933 Glass-Steagall Act. Backed into a corner, Congress finally 

dismantled these barriers the following year. With them went the last ves-

tiges of the New Deal’s political economy of small finance, maintained by 

policymakers through the postwar years of economic growth and financial 

stability. Citi—giant, complex, sprawling—epitomized the new era of hyper-

concentration and turbulence. It was exactly the kind of financial amalgama-

tion the New Deal’s rules had been designed to prevent. By the time Prince 

arrived in Sioux Falls, Citi operated in more than one hundred countries, 

oversaw more than $1.5 trillion in assets, and offered a one-stop shop for 

consumer and corporate finance. It was also too big to manage. Citigroup’s 

architect Sandford “Sandy” Weill handpicked Prince, a corporate lawyer, as 

his successor. Prince began his tenure in 2003 navigating scandals inherited 

from the Weill era. Conflicts of interest in investment banking, “systematic 

and widespread deceptive and abusing [consumer] lending practices,” and 

complicity in the Enron and Worldcom frauds had generated massive regu-

latory fines. By 2006, with these troubles mostly resolved, Prince sought to 

turn a corner. He was ready to step out of Weill’s long shadow. He visited 

Sioux Falls, a meat packing and agricultural depot, on a mission to chart a 

new course for Citigroup.1

 Introduction
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Prince took the stage at Sioux Falls’s Washington Pavilion to honor Citi’s 

twenty-fifth anniversary in the Mount Rushmore State. Citibank relocated its 

credit card division to South Dakota in 1981 as part of a desperate plan to 

save the card business. In the late 1970s, before it could build branches out-

side New York State, Citi constructed a nationwide consumer lending busi-

ness through cards. At the time, New York strictly limited the interest banks 

could charge on credit card loans. When Paul Volcker, as Federal Reserve 

chairman, dramatically raised interest rates to beat back inflation in October 

1979, Citibank’s cost of funds exceeded what it could charge its millions of 

cardholders. “New York was squeezing us,” Prince recalled, “the bank lost 

nearly a billion dollars.” Citi’s card business was deep under water, dragging 

the bank down with it. The move to South Dakota, a state that did not regu-

late card interest, offered a miraculous solution. “A solution that was good 

for South Dakota—and that’s terrific!—but frankly can be seen to have saved 

Citibank. Think of that,” Prince continued reverently, “saved Citibank.” 

Prince’s interest was not historical; he was there to urge Citi employees to 

grow the bank’s card business. “Cards,” Prince implored, “is the centerpiece 

of our North American consumer business. There’s no getting around it.” 

Gaining momentum, the CEO of the world’s largest financial services com-

pany emphasized each of his next seven syllables: “We Need Growth From 

U S Cards—We need growth in what we sell to people. We need growth in 

numbers of accounts. We need growth.” He continued, his voice a crescendo: 

“We’re going to grow this business. We’re going to grow Citigroup.” And 

Prince did; Citi’s net-income from U.S. Cards rose 41 percent in 2006, to 

$3.9 billion. In the financial press, Prince—for a moment—was king.2

Citi’s achievement marked the outer limit of a credit card bubble, which 

along with the mortgage bubble, soon erupted with devastating force. The 

following year, as the global financial crisis began to unfold, Citi’s card in-

come fell 26 percent. In 2008, with the collapse fully underway, the bank 

lost a staggering $523 million on its North American card accounts. The 

losses underscore the immense growth of consumer indebtedness. Out-

standing credit card debt doubled from 1980 to 1985, again by 1990, again 

by 1995, and again by 2005, topping out in May 2008 at just over $1 trillion. 

And this figure understates the magnitude. Beginning in the 1990s, con-

sumers often paid down high-interest cards by mortgaging their homes, 

feeding the motor of American abundance with a steady fuel of debt. The 



 introduction  3

scale of Citi’s losses also emphasizes the mammoth size of the top financial 

firms. By 2005, Citibank claimed 80 million card customers, who collec-

tively spent $229 billion annually, equivalent to 2 percent of the U.S. gross 

domestic product. Card concentration was but one aspect of a larger phe-

nomenon, encouraged by financial deregulation in the 1980s and 1990s. In 

1984, the top four U.S. banks—including Citi—controlled 15 percent of U.S. 

deposits. By 2008, the top banks controlled more than 35 percent. Citi, gi-

gantic, had been too big to manage. Now, the nation’s megabanks were too 

big to fail. The relocation to Sioux Falls had “saved Citibank,” Prince ex-

plained in April 2006. During the financial crisis, the federal government 

saved Citigroup by pumping in more than $500 billion through various bail-

out programs. It did not save Chuck Prince. When the music stopped in 

2007, Prince headed for the exit.3

Plastic Capitalism is a history of the bank credit card industry from its origins 

in the early 1950s until the relocation of card-issuing banks to places like 

Sioux Falls, South Dakota, and Wilmington, Delaware, in the early 1980s. It 

is, in the first instance, a business history of the banking industry: bankers 

developed credit card plans; they signed up merchants and solicited consum-

ers; they incorporated cards into their business models and back office pro-

cesses; they constructed complex nation-spanning card networks; they 

lobbied government officials; they filed lawsuits; they made mistakes; they 

lost money; and they ultimately built private payment systems—Visa and 

MasterCard—that most of us use today. In doing so, bankers changed not 

only consumer financial practices but also the social and political structure of 

consumer financial markets. Their business strategies were fundamentally 

political strategies aimed at reshaping their industry’s regulatory boundaries. 

Bankers were, in short, innovating around the rules. Although in this book I 

examine the specific case of credit cards, the point holds for financial change 

more broadly: in the dense financial regulatory system, innovation always 

involves the strategic interplay of business practice and political action.4

Bankers pursued financial innovation within a regulatory system designed 

to limit their size, business scope, and political power. During the New Deal 

in the 1930s, Congress restructured the nation’s financial markets, con-

straining financial firms and channeling their private business activities to-

ward public social goals. In the postwar years, three overlapping regulatory 
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priorities shaped the financial system. The first was financial federalism, re-

strictions on the geographic scope of financial markets, which enabled states 

to regulate finance within their borders and limited the size of financial in-

stitutions by confining firms within states. The second was industry siloing, 

or the compartmentalization of specific financial service fields—like com-

mercial banking, investment banking, and insurance—that limited both fi-

nancial industry concentration and cross-industry competition. The third 

priority was price controls, which restricted both what banks could pay for 

deposits, through Federal Reserve Regulation Q, and what they could charge 

for loans, through interest rate restrictions (called usury limits) imposed by 

individual states. In all, the New Deal regulatory order relied on a dynamic 

relationship between federal and state law to create a stable financial struc-

ture, which would underwrite liberal social priorities, including mortgage 

lending, government borrowing, and small business finance. The system 

preserved private finance and with it the symbolism of free enterprise while 

making financial rules subject to continuous—often state-level—political 

negotiation.5

Commercial bankers retained status and authority in the post–World War II 

years, yet they struggled under the regulatory restraints put in place by the 

New Deal. This may seem counterintuitive. After all, the early postwar years 

are rightly remembered as an era of unprecedented bank safety. Out of 

more than thirteen thousand U.S. banks, fewer than ten failed in any given 

year from 1943 to 1974. Nevertheless, regulatory controls constrained bank 

growth and curtailed bank profits. New Dealers still dominated congressional 

policymaking: Illinois senator Paul Douglas and Texas congressman Wright 

Patman maintained and extended the New Deal’s political economy of small 

finance into the 1960s. Geographic regulations, meanwhile, fixed banks in 

place as American businesses and households became more mobile. Bankers 

could not build branches across state lines. In many states, they were restricted 

to a single office. Locked in downtown skyscrapers, bankers watched as busi-

nesses migrated out of central cities, often to the booming Sunbelt. Affluent 

consumers, meanwhile, flew to the suburbs. Cities became browner and 

poorer. Hedged in by regulation, bankers endured a decades-long profits 

squeeze. Inflation raised their costs. Businesses withdrew deposits and sought 

higher returns than bankers could offer. Commercial banks grew in the post-

war years, but the industry withered relative to differently regulated financial 
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firms. Commercial banks controlled 57 percent of U.S. financial assets in 1945 

yet only 40 percent in 1958. Savings and loans, credit unions, and other con-

sumer-focused firms gained ground, as did insurance companies and pension 

plans.6

Bankers gradually came to see credit cards as one solution to the regulatory 

challenges they confronted. Bankers did not invent credit cards, and early 

on they imitated the strategies refined in other consumer industries. At the 

turn of the twentieth century, department stores in bustling cities developed 

card-based payments to identify customers and speed transactions. Gasoline 

firms like Standard Oil of California and Phillips Petroleum participated in 

interfirm card networks in the late 1930s, enabling motorists to access credit 

at service stations across the country. By the early 1950s, when small banks 

began experimenting with local card plans, Diners Club and similar firms 

were building global card networks for traveling executives. In every case, 

firms developed card payments to make credit purchasing convenient for af-

fluent consumers, encouraging them to buy more and pay later. Bank credit 

cards differed from their predecessors and competitors in that bankers imag-

ined a universal credit service, eventually one that relied on consumer bor-

rowing as the main source of profits. Department store and gasoline cards 

remained confined to a single retail brand, and they existed to drive retail 

sales, not to generate profits in their own right. Travel cards targeted an exclu-

sive market of jet-setting executives, generating revenue through merchant 

and cardholder fees, not interest charges. Bankers sought to combine these 

markets, transforming cards into a source of universal, credit-driven pur-

chasing power—a new form of plastic money to rival and replace paper cash 

and checks.

Bankers’ credit card plans—and their larger aspirations—took time to de-

velop. As policymakers adopted mass consumerism as a core national goal 

in the postwar years, cards became synonymous with credit purchasing. 

Cards also symbolized consumer excess. Bankers, ever cautious, remained 

cautious. They preferred to lend against solid collateral, like home mort-

gages and auto loans, where the underlying asset secured the debt. Unse-

cured consumer lending made them queasy. Bankers entered the card 

business incrementally, in waves—in 1953, in 1958, and after 1966—at mo-

ments when traditional lending proved less lucrative and the industry’s fu-

ture seemed less certain. The inflection point came in 1966, the postwar 
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era’s first banking crisis. Bankers seized on cards as the technology that 

would enable them to compete in the consumer market. Seeing this oppor-

tunity, banks mailed tens of millions of unsolicited cards in a desperate bid 

to capture affluent suburban consumers.7

In Plastic Capitalism, I examine financial innovation in context; this book is 

a study of fintech, with all the freight that slogan carries. As such, I recon-

struct bankers’ evolving business strategies, showing how they crafted new 

financial services and reimagined the future of their industry through cards. 

I also emphasize the contingent political processes of market construction, 

maintenance, and reconstruction that necessarily accompany financial in-

novation. Within the New Deal regulatory order, the state (and the states) cre-

ated rules and institutions that organized financial markets. Bankers adopted 

cards to circumvent particular clusters of rules, while nevertheless relying on 

the state(s) to legitimate and structure the new markets they sought to create. 

Thus, bankers’ pursuit of fintech, in the service of initiating regulatory 

change, was never about removing government from markets. Rather, bank-

ers used technology to reorganize financial markets and financial rules to 

favor their interests over those of other stakeholders—a reorganization bank-

ers supported with claims about the necessity and inevitability of the new 

technologies they promoted.8

Put differently, in this book I see cards (qua fintech) as tools for securing 

power, which motivated bankers deployed in three primary directions. First, 

bankers used cards to claim power within the banking industry. Confined by 

New Deal regulations, bankers needed new ideas. They saw information 

technology—embodied in mainframe computers—as an inevitable, trans-

formative force. Affluent households, meanwhile, offered an expanding 

market for financial services. Proponents positioned cards as a way to capi-

talize on these trends. In doing so, card advocates gained resources within 

their banks and steered the banking industry toward consumer markets. 

Second, bankers used cards—as private payment networks—to claim power 

within the economy. Bankers placed themselves at the center of card pay-

ment systems. They consolidated local, dispersed credit relationships within 

their banks and eventually within nationwide payment networks. Bankers 

controlled who could access cards and set the terms of that access. They 

made themselves the fundamental financial intermediaries of the consumer 
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economy. Finally, bankers used cards to claim power vis-à-vis the New Deal 

regulatory order. In the 1950s and 1960s, bankers argued that to best serve 

consumers, cards should be free from regulatory interference. Regulation 

came anyway. Then, in the 1970s and 1980s, bankers used the geographic 

ambiguities of cards, which easily crossed state borders, to undermine the 

place-based regulatory system and its place-based social contract. Collec-

tively, bankers cooperated to build card networks and to legitimate bank card 

lending. In industry meetings, through network governance, and in lending 

markets, they also competed relentlessly to shape the structure and direction 

of card development. Overall, however, as cards gained traction, bankers’ 

claims to power proved mutually reinforcing, propelling card technology—

and banker power—forward with sustained momentum.9

Bankers sought to exercise power in a political environment designed to 

stymie their influence and restrain their ambition. Initially, the New Deal 

order held firm. New Deal era financial politics—focused on maintaining 

the political economy of small finance, on ensuring financial stability, and 

on channeling credit toward social priorities—encouraged continuous con-

gressional and administrative attention on bank card plans. In this context, 

organized consumer groups drove the regulatory agenda. In line with long-

standing pocketbook organizing for fair consumer prices, consumer and la-

bor groups mobilized to control the price of card-based lending. In the 

post–World War II years, federal mortgage subsidies conditioned privileged 

households—white, well-compensated, breadwinner-led families—to expect 

low-cost, widely available credit. Card-based lending, by contrast, tended to 

be expensive. State by state, consumers brought unsecured card lending un-

der the New Deal price control regime. Banks’ mass mailing campaigns, 

meanwhile, elevated concerns about marketplace safety, which were central 

to new consumer organizing in the 1960s and 1970s. Consumers and their 

advocates targeted cards as they sought to make credit marketing, reporting, 

and billing practices safer, more transparent, and more responsive to con-

sumer complaints. By the early 1970s, middle- and upper-class consumers 

secured rules that ensured credit markets provided them with safe, low cost 

credit. Yet price controls and consumer safeguards worked against a third 

strand of consumer politics, one that focused on opening credit access to 

excluded groups, including women, minorities, and low-income consumers. 

Bankers and their allies sought to exploit the tensions among consumer 
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goals, arguing that only markets unencumbered by price and safety regula-

tions would deliver truly egalitarian credit access. Initially, bankers’ free-

market arguments went nowhere.10

The contests over credit card regulation operated through the complex po-

litical structure of U.S. federalism, in which states and the federal govern-

ment maintained an evolving balance of regulatory authority. Until the 1980s, 

the regulatory priorities of the New Deal—financial federalism, industry silo-

ing, and price controls—remained in place. The state rules that implemented 

these priorities, however, were never static. As market conditions and busi-

ness practices changed, as political coalitions changed, or as idiosyncratic 

processes (judicial decisions, legal reform movements, moral panics, and so 

on) worked through local contexts, financial rules also changed. Federalist 

financial regulation created room for flexibility and incremental adjustment. 

Confined within individual states, bankers engaged in continuous negotia-

tions with local stakeholders to shape evolving state rules; they participated in 

the place-based social contract. Privileged consumer households, represented 

by unions and consumer groups, enjoyed significant influence in state policy. 

This influence grew as consumerism became a mainstream political force in 

the 1960s and 1970s. Democratic and Republican politicians competed for 

consumer votes and advanced consumer priorities. Federalist financial regu-

lation thus enabled a measure of democratic control over finance; financial 

constituents could change market practices by adjusting state rules. As in 

other areas of mid-century American politics, it was a circumscribed democ-

racy. Privileged consumers were well represented; low-income and minority 

citizens were not. Through the late-1970s, privileged Americans accepted ex-

clusion as the price for maintaining white credit privileges.11

In the New Deal financial order the place of states made sense because finan-

cial transactions had fixed, predictable, and knowable locations. Bankers 

made loans in bank offices. Those offices—stone and steel—existed in one 

state or in another. In the political economy of small finance, banks remained 

localized, geographically confined institutions. By the late 1960s, however, 

cards and other financial technologies raised difficult questions about where 

financial transactions happened and which state’s regulations applied. Grad-

ually, bankers used the spatial ambiguities of abstract finance to unravel the 

state-based regulatory order.
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In part, the regulatory confusion—and conflict—was unintended. When 

bankers developed card networks in the 1960s, large banks often built card 

programs over multistate territories, partnering with small banks to sign up 

merchants and solicit consumers in adjacent states. The large banks issued 

cards to consumers and expected card transactions to happen, legally, in 

their bank offices. Consumers, however, struggled to understand how pur-

chases made in Iowa, for instance, became bank loans in Nebraska. Bankers 

sought uniformity and legal certainty. Consumers and state attorneys wanted 

transactions that appeared to happen in a state to be governed by that state’s 

consumer protection laws. After a decade-long legal and legislative fight, in 

1978 the U.S. Supreme Court settled the question in favor of card-issuing 

banks. Card transactions, the court decided, would be regulated by the state 

where the bank was located, not where consumers lived or used their cards. 

The case, known simply as Marquette, became a hinge, a turning point away 

from the New Deal regulatory order and toward the deterritorialization of 

U.S. consumer finance.

At the time it was decided, Marquette barely registered. Bankers continued 

to be confined within states; they remained subject to ongoing negotiations 

with local financial constituents. As long as states maintained regulatory le-

verage over confined financial firms, the differences among state rules would 

be meaningful for banks competing across state lines, but they would also be 

small and subject to renegotiation.12

Marquette continued to locate card transactions at a bank in a specific place, 

and in a larger sense it reflected a shared understanding of bank card mar-

kets as geographically circumscribed and tied to local bank offices. Bankers 

signed up merchants and enrolled consumers in recognizable territories. 

They expected cards to connect plan participants to their banks and to gener-

ate local demand for other banking services. Yet, by the mid-1970s, some 

enterprising bankers imagined a new future for cards—not as a way to draw 

customers into physical bank branches but as banks in miniature, plastic 

branches that could move beyond the spatial confines for the New Deal order. 

New York’s Citibank pushed this idea furthest, fastest. Already Citi straddled 

the world as a global financial superpower, yet within the United States it 

could not grow beyond New York State. In its worldwide businesses, Citi ex-

ecutives fostered a culture of regulatory manipulation and aggressive expan-

sion. Turning those ambitions homeward, in the late 1970s, bank executives 
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launched a card solicitation campaign to initiate nationwide consumer bank-

ing. Citi gained millions of new cardholders across the country. The bank’s 

competitors, in turn, resumed aggressive card solicitations, now unbound by 

spatial limitations. At the peak in 1979, banks approved nearly 75,000 credit 

card applications a day.13

By issuing cards across the country, Citi took advantage of a fundamental 

transformation in the U.S. financial structure. Banks built card networks to 

connect markets that remained divided by geographic regulations. Until the 

late 1970s, consumer solicitations and merchant enrollment remained local, 

even as cardholders used networks to shop on credit when they traveled to 

other banks’ territories. However, once the network infrastructure was in 

place—with merchants signed up, transactions functioning smoothly, and 

consumers identifying networks (BankAmericard, later Visa; Master Charge, 

later MasterCard) with card payments—card networks broke down the spa-

tial divisions altogether. Card networks reordered the nation’s payments in-

frastructure, a fact which contemporaries recognized but struggled to 

articulate. Bankers, policymakers, and industry observers saw that private 

bank cards and private bank networks might rival and replace prevailing 

forms of payment: public cash and quasi-public checks. They promoted the 

“cashless” and “checkless” society, with bank cards as the inevitable alterna-

tive to supposedly outmoded payment media. In effect, bankers created a 

new universal means of payment, a point BankAmericard made explicitly in 

the 1970s, urging cardholders to “think of it as money.” Through card net-

works, bankers created private money and gained new gatekeeping power 

over economic participation.14

That power would coalesce over time, but in the late 1970s, bank cards 

remained highly regulated, their future uncertain. Indeed, as bankers bar-

reled into consumer markets with new vigor, the nation’s faith in boundless 

consumption sagged. The 1970s were racked by high inflation and high un-

employment. New competition, from West Germany and Japan, undercut 

the American industrial machine. The rise of low-paid service work, a con-

stant force throughout the postwar years, became more visible and more 

concerning. The postwar political economy, built on consumer lending and 

rising wages, could no longer count on the latter to propel broad-based mass 

prosperity. Americans used credit more and felt more anxious about mount-

ing debts. Policymakers, who had worried throughout the postwar years 
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about the economy’s dependence on consumer borrowing, increasingly un-

derstood indebtedness as a moral and economic problem. President Jimmy 

Carter and his administration struggled to contain rising prices. His staff 

identified cards as a prime source of inflation and a symbol of national deca-

dence, and in March 1980, Carter initiated a credit control policy to discour-

age inflationary card purchasing. Controls invited a brief reckoning with the 

postwar economy’s reliance on consumer debt. Americans reevaluated their 

credit habits. They mailed cards to the White House in support of Carter’s 

policy. Yet by pulling back from credit spending they also contributed to the 

sharpest decline in economic activity since the Great Depression. The spring 

of an election year was the wrong time to pull the rug out from under the 

economy. And Ronald Reagan exploited the moment, rejecting any ambiva-

lence about consumerism. At a pivotal moment, Carter tried to rein in the 

credit card economy, yet it had grown past his power to control.15

Carter’s implementation of direct credit controls demonstrates the extent 

to which the New Deal regulatory order remained an active governance 

framework, even as financial deregulation—as a solution to the nation’s eco-

nomic ills—gained momentum in the 1970s. In the same month Carter in-

stituted controls, he signed the Depository Institution Deregulation and 

Monetary Control Act, legislation that phased out federal control of deposit 

interest rates. Together, these actions underscore the long-building tension 

between flexibility and control within the New Deal order. Policymakers de-

signed the system to be flexible: Federal Reserve officials could and did ad-

just deposit ceilings; state lawmakers could and did adjust lending price 

caps. Over the postwar era, bankers sought still more flexibility. They made 

space at the margins: through new products, in new markets, and—for the 

largest banks—offshore. Aggressive bankers saw opportunity and seized it. 

Each turn to flexibility created more tension and more risk.

For many card-issuing banks, those risks came to fruition in the months 

before Carter’s control policy. In October 1979, Federal Reserve chairman 

Paul Volcker, determined to quash inflation, orchestrated a dramatic rise in 

market interest rates, an event now known as the Volcker Shock. Many banks, 

seeking flexibility, had financed card lending by borrowing in variable-rate 

money markets rather than relying on price-controlled deposits. The shock 

dramatically increased the cost of funding bank card plans, even as state in-

terest rate ceilings prevented banks from passing rising costs onto 
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consumers through higher credit prices. Citibank had taken the largest risk 

and faced insolvency. Bank executives frantically negotiated with New York 

State policymakers to raise the state’s price ceilings but to no avail. Schooled 

in regulatory arbitrage through their international experience, Citi executives 

found a loophole that allowed the bank to relocate its credit card business to 

another state, if that state’s legislature formally invited them in. It was “a so-

lution that was good for South Dakota,” as Chuck Prince later explained, “but 

frankly can be seen to have saved Citibank.” Citi, unable to negotiate regula-

tory relief in New York, moved its card business to South Dakota.16

In the years that followed, other banks moved, or threatened to move, and 

states rolled back price controls and other regulations to lure financial indus-

try jobs or hold on to the ones they had. Under financial federalism, bankers 

had a voice in state policy debates. Citi showed them the exit. States and 

stakeholders lost their regulatory leverage at a critical moment when dein-

dustrialization and economic distress made state policymakers especially 

eager to compete for financial industry jobs. Bankers, once compelled to 

negotiate with privileged local stakeholders, now had power to shape state 

regulatory environments to their whims. “It could have been Missouri,” 

Chuck Prince reminded his audience in Sioux Falls, but “Missouri blinked.” 

His message to South Dakota’s political leaders: don’t blink. The relocations 

reshaped the economics of the bank card industry. Cards, marginally profit-

able before 1980, became extremely profitable, especially for the largest 

banks. What emerged was Gresham’s law of plastic: because they charged 

higher prices, banks in regulatory havens poured money into marketing and 

promotion, effectively crowding out low-cost cards. Over the next decade, the 

bank card industry became increasingly concentrated, rooted in states like 

South Dakota and Delaware, where there were fewer regulatory controls. 

State regulation remained—and remains—fundamental to financial gover-

nance, yet the states that regulate the largest financial firms are those more 

amenable to financial industry interests. State political dynamics have thus 

been an essential—if so far ignored—mechanism for financialization, both 

by creating new sites for financial extraction and by shielding banks from 

democratic oversight.17

The narrative of this book unfolds in three phases, the first comprises three 

chapters, the second two contain four each. The first chapter shows how the New 
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Dealers at once solidified the political economy of small finance and mobilized 

private credit for economic recovery and later consumer prosperity. In chapters 

2 and 3 I uncover the initial development of card plans in alignment with the 

New Deal’s regulatory priorities, and then the adoption and reorientation of 

cards by large banks in response to the profit pressures created by the regulatory 

system. In the next group of chapters (chapters 4 to 7) I focus on the banking 

industry’s convergence on credit cards as a technological fix for its regulatory 

restraints and the resultant surge of bank card solicitations in the late 1960s. 

Bankers’ aggressive marketing, examined in chapter 4, encouraged a variety of 

countermobilizations at the state and federal level, focused especially on credit 

prices (chapter 5), consumer safety, and the overall structure of postwar financial 

markets (chapter 6). Bankers and other card issuers mobilized too, to fight off—

unsuccessfully—new price and safety regulations and to fight for—more suc-

cessfully—active government policing of credit card fraud (chapter 7). Despite 

bankers’ hopes, by the early 1970s, credit cards were securely bound within the 

New Deal regulatory order.

Yet even as consumer and labor groups used federalist institutions to re-

strain card plans, bankers were mounting a sustained challenge to the regu-

latory geography on which those victories relied. In the final four chapters I 

follow the erosion of the place-based regulatory structure. Chapter 8 uncov-

ers the origins of that process through a series of midwestern legal cases 

about the regulation of credit cards that crossed state lines, cases that led to 

the Supreme Court and Marquette. In chapter 9 I show how Citibank ex-

ploited the resultant case law to develop a nationwide card-based consumer 

bank, mailing cards to places where the bank could not yet build branches 

and spurring another round of aggressive bank card marketing. Although 

consumer groups and the Carter administration sought to maintain the New 

Deal regulatory order and restrain bank card plans, they failed to re-embed 

cards (chapter 10). In the final chapter I show how Citibank’s relocation to 

South Dakota in 1981 launched a race to rewrite state-level card rules to re-

tain banks and financial industry jobs—or to steal them. In this sense, place-

based regulation and the place-based social contract retained decisive 

importance for how finance was regulated, but the balance of power to deter-

mine the form and content of financial rules fundamentally shifted in 

bankers’ favor.
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Saving Capitalism

When Franklin D. Roosevelt swore his inauguration oath on March 4, 

1933, the American financial system had collapsed. Between January 1930 

and March 1933, 5,722 distressed banks had merged or permanently closed. 

To prevent further failures, most states ordered all banks to shut their doors. 

Whatever Roosevelt’s future ambitions, the rescue and reform of the Ameri-

can banking system had to come first. Without safe, stable, and sufficient 

finance, national recovery could not proceed. Under the leadership of South-

ern Democrats in Congress, the New Deal’s financial reforms hewed conser-

vative. They preserved the existing structure of primarily small, local banks, 

while imposing new boundaries on price- and business-line competition 

on all banking firms. In exchange, bankers received government support 

through federal deposit insurance and recapitalization. New Dealers, 

however, soon became frustrated by bankers’ failure to support recovery. 

Credit was the lifeblood of the capitalist economy. The government had res-

cued the banks. It now needed the banks to lend. “Had it not been for the 

Government support . . . there would be no private banking system in opera-

tion today,” Treasury official Marriner Eccles wrote to Bank of America chair-

man A. P. Giannini in October 1934. No one, Eccles continued, “has received 

more aid from the Government than the bankers and . . . they are the last 

ones, in their own interests, who should criticize and complain.” Eccles, a 

banker himself, was fast gaining influence over New Deal financial policy. 

 1

The New Deal Regulatory Order
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His message to Giannini, head of the nation’s largest bank, was intended for 

all bankers. The time had come to get in line.1

Eccles also recognized that by saving capitalism—as the New Dealers con-

gratulated themselves for doing—the government had left capitalists in 

power. Their cooperation could not be willed; it had to be bought. With the 

banks on a sound footing, Eccles and his allies devised policies to encourage 

bankers to lend in the public interest. In part, Eccles channeled the still-

percolating ideas of British economist John Maynard Keynes, who attributed 

the Depression’s severity to a collapse in demand. Famously, Keynes called 

for government spending to make up the difference. Eccles embraced this 

idea. He also recognized Roosevelt’s antipathy to federal deficits, and he 

therefore looked to consumer purchasing power, and particularly consumer 

credit, as an alternate path to recovery. Consumers, borrowing to buy indus-

trial products, would support investment and employment in production in-

dustries, generating purchasing power for reemployed workers and yet more 

consumer demand as workers spent their wages. In June 1934, Eccles helped 

secure the National Housing Act, which created federal subsidies for con-

sumer installment loans and home mortgages. Federal subsidies convinced 

bankers to lend. Giannini, for one, strongly supported this program. “Today,” 

Giannini wrote in a widely reproduced October 1936 editorial, the consumer 

“is a better loan prospect for a bank than ever before.” The reason: New Deal 

policy. “Social security, old age pensions, Federal insurance of bank deposits, 

and governmental insurance of various types of installment loans, have made 

bank loans to individuals a preferred investment,” Giannini insisted. Few 

bankers were so publicly effusive. In their offices, though, they followed the 

federal money and developed new consumer lending divisions, building a 

foundation for credit-financed consumer prosperity.2

The New Deal thus brought commercial bankers into consumer lending 

markets in service of national recovery, infusing private lending with public 

purpose. Yet by channeling public policy through private firms, the New 

Deal’s credit programs allowed lenders to maintain pre-Depression beliefs 

about the superiority of individual economic autonomy and privately ordered 

markets over governmental planning and control. Building on experience 

regulating consumer credit during World War II, policymakers like Eccles 

sought to extend federal credit management into the postwar era to meet the 

government’s new obligations for economic stability and full employment. 
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Lenders balked. Under the terms set by the New Deal, they, not the federal 

government, would determine how best to allocate credit in their communi-

ties. Some lenders circumvented wartime credit controls, transitioning con-

sumers from fixed-term and regulated installment lending to variable-term 

and initially unregulated charge accounts. After the war, creditors joined a 

wide-ranging business effort to roll back federal authority. Private lenders 

sought and achieved autonomy over local lending decisions. They claimed, 

through public rhetoric and credit advertising, the mantle of prosperity. By 

promoting consumer borrowing as a private engine of recovery, the New 

Deal legitimated it as a private vector of prosperity. In 1936, an estimated 24 

percent of households held installment debt. By 1952, 38 percent did, a fig-

ure that jumped to 45 percent by 1956. Although bankers remained at the 

margins of consumer lending, the New Deal’s federal credit programs and 

the wider societal embrace of credit-driven consumer prosperity eventually 

created pathways for bankers to retake control.3

The Roots of the Postwar Financial System

The financial landscape that unfolded before American consumers in the 

post–World War II years appeared as long-tended farmland, divided by 

hedges and fences and habits of mind built up over generations. It owed its 

shape to deep-rooted traditions of local financial control dating to the colo-

nial era, successively reaffirmed by political resistance to big, nationwide 

banks. Americans—or at least middling American elites spread through 

townhalls and statehouses across the nation’s vast interior—remained com-

mitted to local popular sovereignty, expressed variously as states’ rights, tax 

resistance, and antimonopoly politics. They believed, in a general way, that 

every town should have its own bank managed by its own best citizens. And 

they succeeded. By the early 1920s, these ideals existed as the stone fronts 

and columns of almost 30,000 independent banks. An overwhelmingly 

white, exceedingly male, financial elite controlled these institutions. They 

justified their financial authority through commitments to community pros-

perity, commitments which gave moral content to banking’s place-based so-

cial contract. “Remembering that the banker is a trustee for the community’s 

funds,” bank reformer Henry M. Dawes contended in May 1930, “he has no 

more right to withhold them unreasonably than he has to distribute them 
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carelessly.” As comptroller of the currency in the 1920s, Dawes crafted fed-

eral reforms that preserved local financial control. His paean to trusteeship 

echoed speeches small-town bankers had made at club meetings and civic 

celebrations for half a century. Bankers were custodians. Their community 

leadership reflected a symbolic moral economy and paternalistic masculin-

ity, which, while imperfectly practiced, legitimized their financial profits.4

America’s traditions of local finance provided ideological foundation for 

the legal and geographic structure of financial federalism, which combined 

federal oversight of the financial system with state control of financial insti-

tutions within their borders. The dynamic relationship between state and 

federal banking law began during the Civil War, when Congress forged a 

new national banking system to provide a uniform bank note currency and 

to enable the northern states to finance their war effort. The National Bank-

ing Acts (1863 and 1864) authorized the federal government to charter and 

regulate national banks, while also retaining a competing system of state-

chartered banks regulated by individual states. In what became known as the 

dual banking system, national and state banks were confined within state-

defined markets. Most banks remained small. National banks were permit-

ted just one banking office, though state banks could build branches if 

permitted by their states. No bank, meanwhile, could build branches across 

state lines. Federal banking laws created distinct state and federal banking 

regimes, yet they also gave states significant regulatory control over all bank-

ing institutions within their borders. National banks, for instance, had to 

observe interest rate ceilings on loans established by their home state, giving 

states significant statutory control over their internal financial markets.5

Over time, financial federalism and its political economy of small finance 

became deeply ingrained, but countervailing trends toward growth and scale, 

always present, gained momentum at the turn of the century. In America’s 

growing cities, large banks sought to keep pace with consolidating industrial 

firms. Big businesses needed big banks. Further, branching restrictions lim-

ited the size and scope of banking markets and made individual banks de-

pendent on local economies. Reformers and financial entrepreneurs pursued 

branch banking as a safer, more profitable alternative. By the early 1920s, an 

exodus of banks from the national system to more permissive state systems 

pressured Congress to liberalize rules governing nationally chartered banks. 

The McFadden Act (1927), drawn up by Henry Dawes and sponsored by 
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Louis T. McFadden (R-PA), the House Banking Committee chairman, en-

abled national banks to operate citywide offices if they were located in a state 

that permitted branching. California, for example, allowed branch banking, 

and so a national bank headquartered in San Francisco could branch across 

the city. A bank headquartered in Chicago, however, could not, since Illinois 

remained a unit banking state. State rules varied but one constant remained: 

banks could not branch across state lines. Despite urbanization, industrial 

consolidation, and the integration of nationwide markets, in banking, finan-

cial federalism and state authority over local financial institutions remained 

paramount.6

The Great Depression leveled the political economy of small finance but 

not the ideology that undergirded it. During the 1920s, a festering agricul-

tural downturn claimed hundreds of banks each year. Successive banking 

crises in the early 1930s claimed thousands more. In the fires of failure, 

some bankers lost faith. “Friends whose estates I managed, my family, whose 

interests I represented, and the community at large, in whose economic life 

I played a sensitive role, all expected me to find a way out of the pit,” Eccles 

remembered. “All I could find within myself was despair.” Despair led Eccles 

to abandon the free-market principles of his youth, determining instead that 

the federal government must act to rebalance the economy. Eccles, though, 

was an exception. While many bankers shared his despair, few willingly 

abandoned their convictions. Moreover, even after Roosevelt’s inauguration 

in March 1933, federalism remained the structural anchor of the American 

political order. Members of Congress—elected to represent states and com-

munities—were not prepared to uproot localized finance, despite its pro-

found shortcomings. The most powerful members of Congress, entrenched 

Southern Democrats, sought to preserve federalism, and with it the racial 

caste system, at all costs. Even Roosevelt, though his administration shoul-

dered the full burden of national financial safety, remained committed to a 

financial world ordered, as Eccles recalled, by “small local units of power.”7

Thus the New Deal financial reforms did not challenge financial federal-

ism; they reinforced it. The Banking Act of 1933—known as Glass-Steagall—

embodied complex and sometimes contradictory goals, but at its core the law 

buttressed local financial control. House Banking chairman and Alabama 

populist Henry B. Steagall (D-AL) insisted that the law include federal de-

posit insurance, which shifted risk from community bankers to the federal 
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government. The new Federal Deposit Insurance Corporation (FDIC) pro-

tected individual accounts in the case of bank failure. If a bank practiced 

sound lending but the local economy went bust, the FDIC would preserve the 

community’s financial resources. Small bankers remained in business and 

in power. Yet the law also contained countercurrents, which encouraged big-

ger, safer banks. Glass-Steagall further liberalized federal branching rules, 

allowing nationally chartered banks full parity with state banks. A San Fran-

cisco bank could build branches across California. A Chicago bank remained 

confined to one office, in line with local rules. Overall, banks remained rooted 

in individual states and subject to those states’ geographic and interest rate 

policies. The New Deal thus centralized financial risk in the federal govern-

ment while maintaining state authority in financial regulation.8

The New Deal financial reforms preserved financial federalism, which dis-

tributed authority geographically, and they also introduced or reinforced di-

visions between different types of financial firms. Congress imposed this 

fragmentation, or industry siloing, to limit what Senator Carter Glass (D-VA) 

saw as destructive competition among financial service providers. Glass 

most feared securities speculation. In the 1920s, large commercial banks 

created affiliate companies, which sold stocks and bonds to the public and 

ventured on their own account. Glass, the architect of the Federal Reserve 

System and congressional don of financial regulation, had long opposed “the 

dangerous use of the resources of bank depositors for the purpose of making 

speculative profits.” To prevent firms from taking excessive risks with de-

positors’ money, businesses were compartmentalized into specific fields, 

such as investment banking, insurance, consumer finance, and commercial 

lending. Congress defined these fields by the kinds of liabilities firms could 

assume (e.g., deposits), the kinds of assets they could hold, and the kinds of 

services they could provide. Specialization, policymakers believed, meant 

safety. As New Dealers became more interested in national economic man-

agement, siloing created specialized channels for directing the flow of finan-

cial resources through the offices of private financial firms.9

In addition to confining firms to specific lines of business, the New Deal 

reforms also limited price competition by establishing price ceilings, directly 

through federal regulation and indirectly through state interest rate laws. 

First, Glass-Steagall barred commercial banks from paying interest on de-

mand accounts (i.e., checking accounts) and required the Federal Reserve to 
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establish maximum rates for savings accounts, a rule known as Regulation Q. 

Price controls prevented commercial banks from drawing away deposits from 

their competitors by taking on dangerously expensive deposit liabilities. 

Meanwhile, nearly universal state-level interest rate laws, known as usury lim-

its, restrained the prices banks could charge on loans. Federal policymakers 

understood state interest ceilings as direct compliments to federal deposit 

rate controls. After observing that Regulation Q fixed low deposit rates for 

banks, ensuring high profits if banks channeled inexpensive deposits into 

high-interest lending, a concerned congressman asked Eccles if “there is no 

attempt to fix the maximum interest” banks “might charge when they loan 

that money?” Eccles, now Federal Reserve governor, replied, “Most states have 

usury laws.” Through price controls, financial reformers envisioned commer-

cial banks operating safely within closely monitored bands of competition, 

risk, and profit.10

Together, financial federalism, industry siloing, and price controls consti-

tuted the New Deal financial reform’s three pillars, which would structure 

the American banking industry until the 1980s. They also reflected tense 

political compromise. Carter Glass strongly opposed deposit insurance. So, 

initially, did Roosevelt. Eccles, impatient with the political economy of small 

finance, wanted to be rid of “mushroom miscalled banks.” Nevertheless, al-

though the New Deal reforms grew from different intellectual and ideologi-

cal ground, by the mid-1930s they interlaced, bound by the institutional 

gravity of the FDIC and a reformed, centralized, Federal Reserve. Assembled 

in parts, by the postwar era the financial system resembled a functional 

whole. Pluralism gave the system strength. By subdividing businesses 

through policy, the New Deal fragmented the financial services industry po-

litically. Over the next generation, siloed firms spent their political capital 

protecting their market privileges against less or differently regulated rivals. 

The system required maintenance, ranging from periodic adjustment to ac-

tive and vigorous defense. But it was—or at least appeared—solid.11

Consumer Credit and New Deal Economic Planning

In the early months of the New Deal, financial reformers worked to 

reconstitute a financial system that had fallen apart, to provide stability and 

calm in the face of economic chaos. Once the system stabilized in 1933, their 
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concern turned from rescue to recovery. Here, if possible, debates were 

larger, more complicated, and more contentious. With the backdrop of mas-

sive unemployment and still grinding economic hardship, the New Dealers 

aspired to save capitalism from itself. They could not agree, however, on the 

system’s primary illness or the appropriate course of treatment. Within the 

administration, factions prescribing central planning, cartelization, and an-

timonopoly all vied for influence. Early reform programs, especially the Na-

tional Recovery Administration, bogged down in these debates. On technical 

matters, Roosevelt remained ambivalent. He knew that the legitimacy of his 

reform agenda—whatever form it took—rested on rebuilding the economy, 

on providing Americans economic security and meaningful work. Those 

goals, administration officials believed, required the banking industry’s co-

operation. Roosevelt, along with Henry Morgenthau Jr., his Treasury secre-

tary, and other key advisers remained skeptical of aggressive government 

spending. Once the financial system was stable, they expected bankers to 

lend and business activity to resume. Their hopes were disappointed. The 

1930s financial crises made lenders cautious. Bankers kept their money on 

the sidelines. They waited. The New Deal, however, could not wait.12

Administration officials, from Roosevelt down, looked for policies that 

would revive the flow of private credit and in doing so redirect idle capital 

from bank balance sheets into purchasing power and productive investment. 

Eccles, who joined the administration in February 1934 as Morgenthau’s 

special assistant, understood the problem clearly. A banker, Eccles thought 

like a banker. With the economy stagnant and factories empty, private lend-

ers would not risk their funds. “The question is not how bankers . . . can 

bring about recovery,” he told a Utah audience in October 1933, “but why 

they should do so, so long as there is no incentive offered in any field for 

profitable investment.” In Eccles’s view, the root of the nation’s prolonged 

depression was the collapse of consumer spending. Only the resumption of 

that spending, and with it demand for the products of industry, would gener-

ate incentives for new investment. Only then would private capital flow. 

“The profit incentive,” Eccles argued, “will continue to be absent until spend-

ing increases, consumption increases, and people get back to work.” Eccles 

initially called for direct government spending to energize the profit incen-

tive. Once in the Treasury, though, he embraced an alternative approach, 

advocating for federal credit programs that would encourage bankers to lend 
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to consumers, who would then spend, stoke demand, and revive profitable 

opportunities across the economy.13

The New Dealers’ embrace of consumer credit in 1934 reflected the trans-

formed place of consumer borrowing in American economic life. Consumer 

credit changed significantly in the 1910s and 1920s, as consumer durables 

manufacturers and urban department stores used credit to drive sales and 

broaden their markets. Industrial firms in consumer goods industries devel-

oped installment credit to sell expensive products, like sewing machines, ra-

dios, and, most importantly, automobiles to salaried and wage workers. For 

a reasonable down payment and a series of equal weekly or monthly pay-

ments thereafter, consumers could participate in the mass consumption 

economy. New financial institutions—finance companies—emerged at the 

time to enable small, independent retailers to offer mass installment credit. 

These firms financed retailer inventories on one side, and then bought, con-

solidated, and collected on consumer installment contracts on the other. 

Specialization increased the flow of credit. For proponents, installment sell-

ing initiated a virtuous circle. Credit created demand for pricey goods, en-

couraged economies of scale in manufacturing, drove down unit costs, and 

made expensive goods less expensive. Opponents saw only vice. Predatory 

retailers used installment contracts to sell shoddy goods at high markups, 

especially to poor and minority customers. When borrowers failed to make 

payments, lenders repossessed the items, leaving borrowers with nothing 

but debt. Both theories told part of the story. Both reflected reality for some 

borrowers. During the 1920s boom, installment lending increased signifi-

cantly, even as debates about its economic consequences and moral efficacy 

remained unresolved.14

While durable goods retailers refined installment credit to sell expansive 

goods to wage earners, urban department stores experimented with charge 

accounts as a new way to sell soft goods to well-to-do buyers. Charge accounts 

were a high-status evolution of traditional retail credit, scaled up and system-

atized through new credit technologies. Like installment lending, depart-

ment stores developed charge plans to drive sales, in this case by making 

credit quick and convenient. Charge accounts granted affluent consumers 

a fixed line of credit that they repaid each month without paying interest. 

Consumers applied with a store’s credit department, and once approved 

they often received a charge token—a metal badge shaped as a key fob or 
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small plate—that featured identifying information such as the store’s name 

and the customer’s account number. To access their line of credit, customers 

presented charge tokens at checkout, using the metal badges to physically 

demonstrate their creditworthy status and enabling clerks to recognize val-

ued customers in cities overflowing with strangers.15

On the back of these innovations, consumer credit surged in the 1920s, 

but like the banking system, it crashed when the economy turned south at 

decade’s end. Lenders were not eager to take new risks when the economy 

was in free fall. Consumers likewise retreated, repaying old debts before as-

suming new ones. Consumer credit augmented swings in the business cycle. 

It bolstered consumer purchasing power on the upswing, generating in-

creased consumer demand and drawing in additional investment in manu-

facturing capacity. On the downswing, consumers stopped spending income 

and credit. Industries dependent on credit-enhanced buying suffered a dou-

ble loss, leaving factories idle and workers without work. Only by fully replac-

ing pre-crisis purchasing power, officials like Eccles argued, would business 

investment, and with it industrial employment, return on the supply side.16

Forced to action by the slow recovery in 1934, administration officials de-

veloped policies that would recreate consumer demand by encouraging lend-

ers to offer low cost, widely available consumer credit. Eccles led this effort. 

In June 1934, he guided the National Housing Act (NHA) through Congress, 

legislation that transformed national markets for home mortgage and dura-

ble goods credit by introducing government insurance for private lending. 

Cyclical credit swings had also undercut the housing market. During the 

Depression, mortgage lending evaporated. Home construction, Roosevelt 

recognized, was a critical nexus of productive activity, linking industries 

from lumber to lace curtains. The president was eager to revive home build-

ing and recover these jobs. Policymakers developed the NHA to restart pri-

vate investment in housing. That meant convincing bankers to lend. To draw 

bankers in, the law created a novel system of federal insurance covering 

home mortgages and housing-related installment credit, loans made for im-

movable home improvements like electrification and air conditioning. The 

insurance protected lenders in the case of consumer default. In exchange, 

the law required financiers to lend at low, federally mandated rates, prices 

balanced by the still lower interest banks paid to depositors under the new 

banking laws. Thus, the NHA enabled lenders to extend credit, risk free, at a 
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modest but guaranteed profit. The approach, Eccles claimed, would generate 

“a maximum degree of private spending through a minimum of public 

spending,” bolstering purchasing power with borrowed funds.17

The National Housing Act laid the groundwork for a U.S. home loan indus-

try that was at once structured by federal policy and managed at the local level 

by networks of community elites. Private appraisers evaluated residential 

properties, private real estate agents mediated home purchases, and private 

banks financed home loans. Federal officials issued standards and provided 

insurance, but they did so largely out of sight. As a consequence, federally 

subsidized credit flowed to neighborhoods—white, often suburban—where 

these publicly empowered private actors expected property values to go up. 

Mixed race, minority, and urban areas were cut off, redlined into self-fulfilling 

prophesies of decay and decline.18

Credit insurance revolutionized mortgage lending; it also pulled commer-

cial bankers, who traditionally focused on business lending, into consumer 

markets. Before the New Deal, few commercial banks offered consumer 

credit. Bankers, as custodians, cloaked themselves in traditionalism and pru-

dence. Bankers lent to businesses. Businesses produced value. Value en-

sured repayment. Consumption, like the illness, was a wasting disease. In 

1934, commercial banks made just 1 percent of all installment loans (though 

they funded consumer borrowing indirectly through business loans to fi-

nance companies). By guaranteeing modest profits, the installment lending 

provisions of the Federal Housing Administration (FHA), known as Title I, 

convinced commercial bankers to develop consumer lending departments. 

By the end of 1934, more than 6,400 banks participated in the Title I pro-

gram. On the back of this experience, commercial banks steadily increased 

their lending to consumers. In 1937, banks extended 3 percent of installment 

loan debt. By 1941, that figure rose to 8 percent. More banks waded into con-

sumer credit markets. By 1946, the American Bankers Association reported 

that 8,770 of 14,029 commercial banks, or 63 percent, offered some form of 

consumer credit.19

Like the New Deal’s financial reforms, federal credit programs created an 

enduring structure that carried forward into the postwar era. Federal support 

for credit-driven purchasing power made credit access a defining component 

of economic citizenship in the United States. Credit citizenship, however, 

remained circumscribed, reserved for privileged borrowers, who tended to 
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be white and affluent. Under the continued sway of financial federalism, 

New Dealers vested authority over credit access in financial firms and local 

financial elites. Doing so, they ensured that credit-driven purchasing power 

flowed according to local elites’ prejudices and in support of their profits. 

“The watchwords,” Eccles intoned in November 1934, were “profits [and] 

decentralization.” Social benefits thus accrued only to the creditworthy, and 

creditworthiness remained a function of perceived individual traits, includ-

ing race, class, gender, and sexual orientation. Privileged groups, especially 

straight white men and their dependents, enjoyed protected access to credit-

financed abundance. Others did not.20

Moreover, the New Deal’s credit programs enabled lenders to maintain 

fervent belief in individualism and free markets, even as the federal govern-

ment took responsibility for ensuring those markets provided stability and 

abundant credit. “No class,” Eccles wrote, “received more aid from the gov-

ernment than the bankers.” Yet by retaining the political economy of small 

finance and channeling social policy through it, the New Deal fomented a 

building tension between lenders, who sought to preserve their economic 

and social power, and federal policymakers, who, in accepting responsibility 

for national economic well-being, increasingly favored centralized credit 

management. The New Deal’s financial reforms, built on pillars of financial 

federalism, industry siloing, and price controls, in conjunction with targeted 

credit policies like the NHA, gave policymakers a variety of tools for manag-

ing the economy through the financial system. By also preserving the posi-

tion of financial elites, these same programs encouraged ready and sustained 

opposition to their use.21

Credit Control in War and Peace

During the 1930s, the Roosevelt administration and Congress restruc-

tured the American financial system, and in so doing created new incentives 

for private lenders to offer widely distributed, low-cost consumer credit. 

They did so during the Depression to increase the flow of credit as purchas-

ing power into industries still suffering from excess capacity. They hoped to 

jumpstart a positive cycle of demand, new employment, and further de-

mand. Soon, however, policymakers needed to twist the knobs the other way. 

As the United States confronted prospects of international conflict in 1940 
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and 1941, Eccles, now chairman of the Federal Reserve, feared consumer 

credit would stoke inflation in an economy geared for war. When the nation’s 

productive capacity turned toward armaments and armor, Eccles believed, 

the positive cycle of credit-driven demand combined with wartime scarcity of 

consumer goods would quickly drive up consumer prices. When the storm 

of war broke, Eccles and Roosevelt acted decisively to curtail credit buying in 

order, as Roosevelt explained, “to keep the cost of living from spiraling up-

ward.” But whereas financial firms and business groups had supported poli-

cies that expanded credit and guaranteed profits, they resisted policies that 

pushed in the opposite direction.22

For administration officials, wartime credit controls, administered under 

provisions of the War Powers Act, provided a testing ground for still emer-

gent ideas about national economic management and federal regulation of 

consumer credit markets. In the short term, proponents hoped to channel 

consumer purchasing power into patriotic saving and redirect the nation’s 

financial flows from consumption to wartime production. “We must dis-

courage credit and installment buying, and encourage the paying off of 

debts, mortgages, and other obligations,” Roosevelt demanded, “for this pro-

motes savings, retards excessive buying and adds to the amount available to 

the creditors for the purchase of war bonds.” At the same time, some policy-

makers saw wartime controls as a means of continuing the New Deal reform 

agenda. Office of Price Administration (OPA) officials Rolf Nugent and Leon 

Henderson, who with Eccles designed and implemented the credit control 

program, wanted to initiate permanent federal regulation of consumer 

credit. In their pre–New Deal careers, these administrators had worked to 

protect consumers from predatory lending. States, however, regulated con-

sumer credit, and reformers had struggled to achieve consumer protections 

across forty-eight jurisdictions. Better to have uniform federal regulation, 

legitimized through wartime experience. Nugent, Henderson, and Eccles all 

also feared the macro-economic consequences of relying too much on con-

sumer borrowing to deliver national abundance. Credit controls, by adjust-

ing the price and availability of credit, could temper the swings of the 

business cycle, first in war and then in peace.23

In 1941, Federal Reserve and OPA officials crafted controls to restrain in-

stallment lending, but retailers quickly thwarted regulatory efforts by devel-

oping new forms of credit which blurred the boundaries between fixed 



28 the new deal regulatory order

installment credit and more flexible charge accounts. Fed officials sought to 

curtail consumer purchases of durable goods, such as refrigerators and auto-

mobiles. Officials mandated higher down payments and shorter repayment 

periods on installment loans, increasing the up-front cost of credit purchas-

ing. Although the Fed restricted installment loans, which consumers paid 

over time, it ignored retail charge accounts, which consumers paid off every 

month. Charge accounts, regulators believed, made up just a small fraction 

of overall consumer borrowing and were too complicated to regulate effec-

tively. Retailers capitalized on this omission. First, they lengthened charge 

account repayment periods, converting short-term credit into long-term fi-

nancing. Second, retailers began to assess monthly interest charges, so that 

charge accounts functioned more like installment credit. Retailers thus cre-

ated a new form of lending, revolving credit, which gave consumers a fixed 

credit limit—like a charge account—but allowed them to pay over time—like 

installment credit. In short, retailers pursued financial innovation to thwart 

government regulation.24

In response, the Federal Reserve extended controls to cover charge ac-

counts, which prompted further innovation, not to circumvent controls but 

to comply with them. Under new, complicated rules, Fed officials required 

retailers to freeze charge accounts of customers who failed to pay off their 

balances by the tenth day of the second month after each credit purchase. 

Store personnel, however, often struggled to transmit delinquent account 

information from the billing department to the sales floor. Charga-Plate 

technology, a billing system marketed by Boston’s Farrington Manufacturing 

Company, provided an effective solution. Originally developed in the 1920s, 

Charga-Plate technology employed metal plates embossed with the custom-

er’s name and account number. When processing a credit transaction, sales 

clerks imprinted the account information onto carbon paper sales slips. A 

clerk could then compare the account number to a list of frozen accounts 

before finalizing the purchase. By simplifying regulatory compliance, 

Charga-Plate became the industry standard for large retailers and depart-

ment stores. The plates—or cards—soon symbolized credit buying.25

For many retailers, wartime controls created a tangible link between re-

volving credit and payment card technologies like Charga-Plate. Charge ac-

counts, which remained more widespread, relied on the same card-based 

accounting systems. After the war, large retailers transitioned from offering 
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fixed charge accounts to flexible revolving credit, a transformation often re-

flected in practice but not terminology. Many retailer “charge account” plans 

featured revolving credit; others had to be repaid promptly each month. Like-

wise, although “credit card” later came to be exclusively associated with re-

volving credit, in the 1950s, the term remained ambiguous. What ultimately 

held these types of credit together was the status attached to them. Charge 

accounts were for well-to-do people. They were not the installment credit of 

the working class nor the fringe finance—the pawn shops, loan companies, 

and loan sharks—of the working poor.26

Federal policymakers recognized that formerly distinct credit categories 

had converged during the war years, but when the United States returned to 

peace in 1945, they were principally concerned with maintaining controls to 

restrain inflation. The Truman administration and the Eccles Fed believed 

that reconversion and the return to mass consumption would cause con-

sumer demand to outstrip the supply of goods. Americans had accumulated 

significant wartime savings. They were eager to buy consumer durables 

whose production had been limited by the war. To keep credit from bolster-

ing already abundant purchasing power, the Fed maintained controls in the 

months after V-J Day. Anticipating pressure to lift them prematurely, Eccles 

told a congressional committee in March 1944 that “the danger” of inflation 

“carries over after peace comes and war-weary people, tired of wartime con-

trols and restraints, are eager to throw them off.” Truman asked Congress to 

extend credit control authority in 1947. After Congress assented, the admin-

istration maintained controls until the authority expired in June 1949.27

Although the administration framed continued controls as essential for 

war reconversion, Eccles and his colleagues believed permanent federal con-

trols could ensure stable economic growth within the context of Keynesian 

demand management. Federal officials were desperate not to repeat the De-

pression experience. In their most ambitious moments, they believed they 

had the knowledge and authority to tame the business cycle. Under the Em-

ployment Act of 1946, they were affirmatively charged with pursuing “maxi-

mum employment, production, and purchasing power.” Unpredictable 

credit markets threatened these goals. Drawing on the consensus of postwar 

economic thought, Eccles told the Senate Banking Committee in June 

1947 that installment credit “accentuates the boom and it accentuates the 

downswing. It tends to make for instability.” Instability was exactly what 



30 the new deal regulatory order

policymakers wanted to avoid. Eccles continued to believe in a virtuous credit 

cycle that supported employment, production, and purchasing power. Con-

sumers bought industrial products with installment credit, thus supporting 

well-paid, unionized industrial labor. To keep production stable and union-

ized workers at work, the credit system required federal management.28

Retail and credit industry lobbyists urged Congress to end the administra-

tion’s control authority, seeking to establish an alternative theory of political 

economy where prosperity flowed through abundant, privately administered 

credit, not government management. In the early postwar years, they joined a 

wider movement of business leaders, who worked to roll back the New Deal’s 

expansion of federal power. The Consumer Bankers Association captured the 

scope of the credit community’s grievances: “Regulation of consumer credit 

by Federal authority is unnecessary, ineffective, un-American, unsocial, incon-

sistent, and impractical.” The legions of retail and financial trade groups that 

descended on Congress in the late 1940s hammered these claims: only local 

lenders, whether department stores, auto dealers, or community banks, had 

the knowledge and experience to make individual credit decisions. They knew 

their customers. They knew their communities. Creditors drew on the long-

standing values that undergirded financial federalism. They claimed the right 

to manage, to decide the best course in a free economy. As employers sought 

to wrest labor negotiations from federal oversight, so too did creditors seek 

dominion over credit relationships. Following relentless lobbying, they con-

vinced Congress to allow credit control authority to expire.29

Although officials lost the fight over direct controls, throughout the 1950s 

federal policymakers, including Harry S. Truman and Dwight D. Eisen-

hower, remained concerned that cyclical credit swings threatened postwar 

prosperity. In their annual Economic Report of the President, both Truman and 

Eisenhower urged Congress to reinstate control authority. For the federal 

managers of the postwar economy, controlling credit never meant denying 

credit. Federal welfare ran through the financial system. Suburbanization, a 

major driver of postwar economic growth, depended on mortgage lending, 

auto financing, and municipal borrowing. If credit extensions moved abreast 

of advancements in disposable income, if they did not threaten to exacerbate 

inflation, and if adequate credit flowed toward social priorities such as home 

mortgages, agriculture lending, municipal borrowing, and the credit needs 

of businesses, policymakers were content to let credit follow its course. Such 
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a benign credit environment, however, was never present. Under the tidal 

force of monetary policy, credit rushed or receded unpredictably. Adminis-

tration officials wanted to implement, or at least have the authority to imple-

ment, credit controls to manage the ebbs and flows of finance, to fine-tune 

the economy at the micro as well as macro levels. Outside of wartime, poli-

cymakers did not get their wish.30

Instead, consumer lenders, successful in their campaign against controls, 

now carried the political burden of the credit-driven economy. They did so 

eagerly, championing credit as the motive force of broad-based prosperity. In 

an address to the National Association of Credit Men in June 1951, executive 

manager Henry H. Heimann praised consumer credit in typically hyperbolic 

terms: “Next to atomic energy it has the greatest power and influence in the 

development of industry and commerce, of a high standard of living, and of 

a happy citizenship.” Throughout the 1950s, at trade association meetings 

and in the banking and retail press, self-identified credit men aligned con-

sumer credit with the broader political compromises between labor and cap-

ital which stabilized the New Deal order in the postwar era. Privately 

administered consumer credit, they argued, not antagonistic labor organiz-

ing, would facilitate mass purchasing power and support industrial employ-

ment. The legitimacy of consumer credit hinged on its relationship to 

production; consumer credit was the engine of the Fordist economy because 

it financed Fords. Within this compromise, lenders maintained coveted 

power to administer credit—to make day-to-day decisions about who could 

access credit, for what purpose, at what price—decisions decisively shaped 

by notions of creditworthiness rooted in race, gender, and social class. Con-

trary forces remained: the postwar expansion of consumer credit also pro-

ceeded under broadly shared understandings, likewise rooted in the legacy 

of the New Deal, that mass credit should be safe and inexpensive. Mean-

while, credit exploitation continued at the margins and became more visible 

as credit use became more widespread. Overall, creditors promoted a credit 

politics closely aligned with mass consumer prosperity and economic 

growth, channeled through private, locally managed institutions. The watch-

words remained profits and decentralization.31

Postwar credit advocates’ view of consumer credit as a driver of economic 

growth was (and is still) somewhat circular because it relied on the belief that 

credit purchasing would raise wages and enable consumers to repay old debts 
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and incur new ones, continuing the growth cycle. With time, key federal institu-

tions accepted that privately administered consumer credit would constitute a 

driving force in American economic prosperity. In a six-volume 1957 study, the 

Federal Reserve found that more American families used more credit, year af-

ter year. At the end of World War II, consumer debt comprised one-fifth of all 

private debt. A decade later, it had risen to a third, claiming ground from busi-

ness and agricultural lending. The report presented such growth as inevitable 

and beneficial. “Debt,” one Fed economist wrote, “flows from and contributes 

to the achievements of a free economy, and continued growth of debt is to be 

expected as the economy makes further progress.” Yet critics did not retire from 

the field. In his influential 1958 book, The Affluent Society, Harvard economist 

John Kenneth Galbraith leveled a sustained attack on the ways private con-

sumption crowded out public goods in postwar America. Galbraith had served 

with Nugent and Henderson at the OPA. He wrote The Affluent Society with the 

Fed’s consumer credit report close at hand. “Can the bill collector be the central 

figure in the good society?” Galbraith asked. Certainly not. Still, whatever audi-

ence Galbraith and other critics of debt-fueled affluence found among the pub-

lic, they did little to turn the tide. Credit, as Galbraith again predicted, intensified 

swings in the business cycle. For advocates, success came when recovery, fueled 

by credit, followed each trough with equal conviction.32

During the early New Deal, the Roosevelt administration rescued the private fi-

nancial system and imposed on it a three-part regulatory framework of financial 

federalism, industry siloing, and price controls. Although the policy motivations 

undergirding this system emerged from conflicting ideological positions, the 

regulatory order reinforced the political economy of small finance and restrained 

the power and profits of financial firms. Within this framework, federal policy-

makers developed credit programs to channel idle financial resources, through 

private businesses, into consumer purchasing power. They preserved and bol-

stered the role of privately administered consumer credit and brought the com-

mercial banking industry into consumer markets. After World War II, officials 

sought greater regulatory authority to meet their obligations for managed pros-

perity. But because the New Deal had rescued and built on the ideology of pri-

vate enterprise and decentralized control, those values retained vigorous force. 

As Eccles feared, war-weary people, tired of controls and restraints, were eager 

to throw them off. Credit moved to the center of the business cycle.
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In this, the U.S. followed a different path than its peer nations in Western 

Europe and Japan. In those countries, central governments established, and 

central banks managed, robust credit control policies, often aimed at re-

straining consumer lending in favor of supporting business investment, 

suppressing inflation, and protecting consumers from excessive debt. Euro-

pean countries especially made bureaucratic credit allocation a key feature 

of postwar economic planning and the backbone of the postwar economic 

miracle—the trente glorieuses in France, the Wirtschaftswunder in Ger-

many, the miracolo economico in Italy. Considerable national distinctions 

remained in terms of aims and implementation, yet collectively, developed 

economies embraced interventionist credit control policies as core to post-

war economic management. Public officials, not private elites, determined 

the course of credit. By contrast, U.S. policy remained decentralized. With-

out credit control authority, the Federal Reserve managed the business cycle 

through blunt interest rate adjustments, which refracted through the over-

lapping institutions of financial federalism, industry siloing, and price con-

trols, and through targeted lending programs like the FHA. In periods of 

financial disruption, American policymakers would revisit centralized credit 

controls, looking to wartime experience and foreign examples for inspira-

tion. Overall, however, the U.S. remained an outlier in its commitment to a 

privately administered, credit-driven prosperity.33

That the New Deal laid the groundwork for an unstable, credit-driven con-

sumer economy is ironic. The New Deal’s financial reforms and credit poli-

cies formed two strands of its broad commitment to economic security, 

which also embraced the creation of a sustained social safety net along with 

protections and power for many workers. Taken together, the strands of se-

curity had a unified consequence: The New Deal made Americans creditwor-

thy, or at least the white industrial workers and their dependents who 

primarily benefited from New Deal welfare policies. Giannini argued pre-

cisely this point in 1936. Consumer lending became a sound investment 

because of Social Security and government credit insurance. The calculous 

worked as well for borrowers as for lenders. With security, consumers could 

hazard more risk. By the postwar era, lenders across the economy shared 

Giannini’s assessment. They clamored for consumer profits, and they did so, 

conveniently, by forgetting the federal role in securing those profits in the 

first place.34
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Charge-Rite

In spring 1955, G. L. Toole, cashier for the Upper Darby National Bank in 

suburban Philadelphia, published a pair of articles in the American Banker 

newspaper detailing his bank’s success developing a charge account credit 

service, a forerunner of the bank credit card. The program allowed consum-

ers to shop at a variety of local stores using a single, bank-sponsored credit 

plan, which they repaid at the end of each month. The plan was called 

Charge-Rite. “Sure, the name can be called corny,” Toole conceded, “but it 

refers to the service it represents, is short, phonetic, and kind of easy to re-

member.” Toole’s bank began Charge-Rite in 1953, and by early 1955 the 

bank had processed more than $750,000 in local credit transactions. After 

enduring high start-up costs, Charge-Rite was generating modest profits, 

and the future looked bright. “At my bank,” Toole explained, “we believe 

charge account banking will develop into one of the most successful of our 

services.” Toole was not alone. After detailing the success of charge account 

banking plans across the country, American Banker associate editor Otto C. 

Lorenz gushed in November, “Where else could the banker invest . . . and get 

such handsome returns?”1

The charge account plans described by Toole and praised by Lorenz were, 

at first glance, an unlikely innovation for bankers to pursue during the early 

postwar decades. In the wake of the Great Depression and New Deal banking 

reforms, the American commercial banking industry was structurally and 
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culturally predisposed toward a custodial obsession with safety, not an 

entrepreneurial spirit of risk-taking. Commercial bankers, who primarily 

provided financial services to businesses, tended to be suspicious of direct 

consumer lending. When bankers did lend to consumers, they did so for 

purchases with concrete collateral, like automobiles and appliances; for 

those with firm government guarantees, like Federal Housing Administra-

tion Title I loans; or, in the best circumstances, both. They did not finance 

casual shopping. For a small cohort of bankers, however, the industry’s 

marble-pillared traditionalism was too confining. Consumption was self-

evidently the pulsing heart of the postwar economy. Financial institutions 

that catered to consumers, like credit unions and savings and loans, were 

growing quickly at commercial banking’s expense. If commercial banks 

wanted a part of this future, self-described “progressive” bankers like Toole 

believed, they would need to shake the industry’s stodginess and find inno-

vative ways to serve consumer markets.

This is not to say that Toole and his peers were bent on destroying the New 

Deal banking reforms. Just the opposite. Even as bankers pursued financial 

innovation in the early postwar years, they remained constrained by the era’s 

regulatory barriers and the habits of thought these barriers encouraged. Spe-

cifically, although bankers were eager to facilitate consumption, they could 

not yet imagine marketing their new credit products directly to consumers. 

Instead, the postwar political and regulatory structure led charge account 

bankers toward a set of business strategies focused on retailers not consum-

ers, and toward an inherently antimonopoly politics that was pro-small busi-

ness rather than being pro-consumerism. Charge account banking was a 

business service designed to help small retailers compete with the credit 

practices—and overcome the market power—of expanding department 

stores. Bankers used the plans to deepen business relationships with mer-

chants, who bore the costs of charge account plans, while keeping the pri-

marily female consumers who used the plans at arm’s length. The postwar 

political economy of small banking, which sharply limited individual banks’ 

geographic markets, also allowed charge account bankers to form a collab-

orative innovation community, since their plans did not directly compete. 

Through the banking press and new industry groups, charge account propo-

nents organized and legitimized a new field within the banking industry. 

As they worked together to achieve profitability through the 1950s, charge 
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account bankers adopted many of the features that would later define large-

scale bank card systems. In doing so, they pushed the banking industry to 

embrace unsecured consumer lending.2

The Credit Trap

The Federal Reserve’s World War II credit controls transformed retail 

credit in the United States. Controls initially restricted installment loans, 

which consumers paid in set amounts over fixed intervals, but left charge 

accounts, which consumers paid in full every month, unregulated. To skirt 

controls, retailers developed revolving credit, which gave consumers a fixed 

credit limit—like a charge account—and allowed them to pay over time—

like installment credit. Retailers also adopted payment card technologies, 

which simplified compliance with federal oversight. Wartime controls thus 

created a tangible link between non-installment retail credit—old charge ac-

counts and new revolving credit plans—and payment card technologies. Af-

ter the war, large retailers promoted credit plans of all varieties. The National 

Retail Dry Goods Association, retailers’ main trade group, urged members 

that credit, not accumulated savings, should drive postwar consumption. 

“Saving should not be relied upon,” the association declared. Instead, “the 

expansion of charge account volume . . . offer[s] a fertile field.” Retailers were 

quick to respond. “In nearly all instances,” industry newspaper Women’s 

Wear Daily reported in February 1946, “stores are either already aggressive 

in going after new charge customers or are planning to become so.”3

In the early postwar years, major urban department stores began building 

branches beyond city centers, often using the availability of credit to promote 

new suburban locations. Department stores offered credit at scale: they oper-

ated stand-alone credit departments, where specialized employees carefully 

vetted each credit customer while coaxing efficiency from technically sophis-

ticated credit systems. With their large customer base, department stores 

enjoyed a diversified lending pool of thousands of individual credit accounts. 

They could bear the risks of late or missed payments. Importantly, depart-

ment stores did not operate credit programs at a profit. Credit, as a market-

ing tool, drove sales. According to the National Retail Credit Association, by 

1953 well-managed retailers could offer credit at a cost equivalent to 2 per-

cent of total charge volume. Because credit costs were low, department stores 
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kept financing charges low as well. Charge accounts carried no interest, and 

revolving accounts carried no interest for the first month, and then usually a 

modest 1 percent per month (12 percent annually) charge for each monthly 

billing cycle.4

The capacity to offer convenient credit divided large retailers from their 

smaller rivals, a division that carried sharp political connotations. Small re-

tailers viewed the competitive advantages of larger firms through the lens of 

antimonopoly. A bright thread of “fair competition” ran through the fabric of 

the New Deal, woven in through legislation like the Robinson-Patman Act 

(1936) and the Miller-Tydings Act (1937), which Congress designed to curtail 

the market power of large retail firms. Even as business leaders rejected fed-

eral power after World War II, antimonopoly persisted as a powerful symbol 

in the retail industry. Wright Patman and Millard Tydings remained in Con-

gress. Retailers, like bankers, continued to negotiate the boundaries of mar-

ket competition through the political process. Conflicts over market power 

also played out in the retail and credit trade press. The editors of Credit World 

recognized that not all merchants could afford the mechanical infrastructure 

necessary to promote mass credit. In the early 1950s, the magazine began 

publishing a special section, “For the Smaller Businessman,” to address the 

concerns of small merchants. “Occasionally a smaller businessman com-

plains that he is at a terrific disadvantage in competing in credit sales promo-

tion with the bigger stores,” the magazine observed in June 1952. Small 

merchants knew their customers, industry writers argued, and they should 

use that knowledge to expand their credit operations.5

Small retailers, however, recognized that prioritizing credit introduced ad-

ditional risks as they struggled to compete with larger, more efficient rivals. 

Small merchants always navigated a precarious existence. Failure was com-

mon. Postwar demographic and geographic changes transformed the retail 

landscape, leaving small firms at a disadvantage. Offering credit necessarily 

strained merchants’ already limited capital, and small retailers often lacked 

the time or expertise to manage charge accounts. Credit also strained 

relationships. Denying credit or hounding consumers for repayment were 

surefire ways to lose customers. In short, small merchants were caught in a 

credit trap. They needed to offer charge accounts to compete, but offering 

convenient credit tied up capital and increased costs and risk, potentially 

making small retailers less competitive or less profitable. Moreover, once 
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most merchants offered credit, individual stores had to bear the higher costs 

with no gain in competitive advantage. Thus, as consumer credit became an 

essential feature of postwar consumer capitalism, it created structural advan-

tages for large firms while weighing heavily on smaller competitors. Given 

the continued rhetorical importance of small business as the lifeblood of 

American free enterprise and the ongoing—if overdrawn—debates about 

the survival of small business in the face of competition and government 

regulation, such competitive disadvantages shaded into political symbolism. 

Charge accounts would save small merchants or doom them, but there was 

no question that survival was at stake.6

The Origins of Charge Account Banking

Small bankers sympathized with their retailer kin: they too worried 

about survival in the face of aggressive and expanding rivals—and about the 

overall survival of small proprietors in a political economy oriented toward 

big, capital-intensive firms. Small bankers also listened to their merchant 

customers: some saw opportunity in the new pressures of postwar retailing. 

“As far back as 1946,” G. L. Toole recalled, “our top men were seeking a way 

to assist the many local merchants who sought help [meeting] the competi-

tion of credit buying offered by center city merchants.” Yet sympathy did not 

translate immediately into strategy. New Deal credit programs had nudged 

bankers into consumer lending fields. They were making home improve-

ment loans and financing automobile and durable goods purchases. These 

lines of business relied on fixed installment contracts and ran through firms, 

like auto dealers or appliance sellers, that sold directly to consumers. Most 

commercial bankers had little retail experience beyond making business 

loans to retailers. Thus, despite a shared interest in preserving small capital-

ism against ever-encroaching big business, prevailing experience did not 

offer bankers like Toole an obvious path to follow.7

Experimentation started small and at the margins. In the mid-1940s, John C. 

Biggins, an executive at Flatbush National Bank, a small bank nestled in a growing 

Brooklyn neighborhood, noticed that his merchant customers were facing in-

creased competition from New York City’s downtown department stores. After 

the war, Manhattan department stores had branched out across the East River and 

enticed Brooklyn consumers with charge accounts. Biggins’s merchant customers 
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needed to offer convenient credit too, but doing so was expensive and risky. “The 

number of merchants who have been knocked out of business by supplying their 

own credit is enormous,” Biggins explained in August 1946. “Charg-It,” a plan 

for “providing the small storekeeper with a credit arrangement that wasn’t a 

losing proposition for everyone concerned,” was Biggins’s answer. Under this plan, 

Biggins’s bank provided consumers with a revolving credit account they could use 

to shop at a variety of local retailers. The bank would pay merchants for the goods 

consumers purchased and assume the bookkeeping costs and credit risk.8

Biggins conceived of Charg-It as at once a credit service and a means of 

maintaining community integrity in the face of external competition. Charg-

It, however, got its first trial not in Brooklyn but in Bay Shore, an outlying 

community linked to New York City by the Long Island Rail Road. While 

Biggins was developing Charg-It, Manufacturers Trust Company, a large 

Manhattan bank that was also expanding into Brooklyn, acquired Flatbush 

National. Manufacturers Trust executives considered implementing Big-

gins’s plan across New York City but chose not to, perhaps because Charg-It 

would have competed with the charge account plans of their department 

store customers. Instead, Biggins tested his plan in partnership with the 

First National Bank and Trust of Bay Shore. The program was small: a 1946 

ad listed eleven participating merchants clustered on Bay Shore’s Main 

Street. “Charg-It will give you the advantages of a department store charge 

account in your favorite local stores,” one ad promised, offering suburban 

residents an incentive to do their shopping in town instead of downtown. 

Biggins continued to hone this community-shopping strategy at Paterson 

Savings and Trust Company in suburban New Jersey, where he introduced 

Charg-It on a larger scale in 1950. Paterson merchants also competed with 

New York department stores, and Charg-It offered these retailers a “vital 

community service” by keeping business local. “You can shop in your own 

neighborhood,” a Paterson Savings ad promised. “Charg-It [at] stores and 

receive the same credit courtesy available [at] the biggest stores in the city.”9

Biggins designed Charg-It to help small retailers compete with depart-

ment stores, but the plan had a critical weakness: it did not replicate the 

social prestige embodied in department store charge accounts. By the 

late 1940s, most department stores had adopted charge plates—embossed 

metal cards—which, as part of an otherwise invisible accounting and billing 

infrastructure, enabled stores to monitor and control credit purchases. For 
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consumers, the card appeared only as a means of identification and a me-

dium of credit. As such, it marked class status, not credit control. Such class 

symbolism, bankers and retailers believed, was especially important for fe-

male customers. “There is . . . a certain prestige for particularly the woman 

shopper,” G. L. Toole observed, “who could present her credit card and 

merely say, ‘Charge it—please.’” On the contrary, Charg-It operated through 

credit scrip. The bank gave customers paper certificates equal to their prees-

tablished credit limit, which they could spend like money at participating 

stores. Scrip put bankers firmly in command. Consumers could never use 

more scrip than the bank provided and they received new scrip only when 

they paid their outstanding Charg-It balances. Scrip, however, was inconve-

nient. Issued only in denominations of $1 or more in whole dollars, it an-

noyed consumers, since purchases inevitably did not come out in round 

figures. Scrip was also oversight manifest; it physically argued that consum-

ers could not control themselves. “There is a certain stigma attached to the 

carrying of scrip,” Toole observed. Because of that stigma, his bank chose not 

to adopt a scrip-based plan.10

Biggins initiated bankers’ shift into revolving retail credit, but the industry 

largely rejected credit scrip. Instead, to bring charge account banking into 

alignment with female shoppers’ status expectations, innovative bankers 

emulated department store credit practices. The Franklin National Bank, 

also of suburban Long Island, led this effort, introducing the similarly named 

“Charge-It” plan in 1951. The bank developed Charge-It, executive Edward 

Donohue explained, following a conference it hosted to consider how the 

bank’s merchant customers could better promote their businesses. Charge 

account services, the assembled retailers argued, were “perhaps the greatest 

need.” As they considered how to help these firms, Franklin executives de-

cided that if department stores were the threat, they should also be the stan-

dard. “In order to make this program completely acceptable to the ultimate 

consumer,” Donohue observed, “we could not change habits; we would have 

to emulate exactly the technique and methods of department stores.” Frank-

lin National made the card both the form of identification and credit me-

dium. Charge-It customers would experience charge account purchasing at 

their local merchant exactly as they did at a department store.11

With merchant buy-in seemingly assured, Franklin National executives 

looked to recruit creditworthy consumers. In a model that later charge 
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account programs would widely adopt, Franklin executives made retailers 

the frontline of consumer enrollment. Under the bank’s plan, “Mrs. House-

wife,” applied for a bank charge account through a participating merchant. 

“We stressed,” Donohue explained, “that a merchant should attempt to so-

licit and originate charge accounts in his store.” The bank performed its own 

credit check later, but by relying on its merchant partners to sign up custom-

ers, the bank embedded Charge-It within existing relationships between 

merchants and consumers, relying on established social bonds to anchor the 

new credit program. Using retailers in this way both expanded and con-

strained consumer access to bank credit programs. The bank’s merchant 

network reached more customers than the bank could and engaged consum-

ers at the moment when credit purchasing would be foremost in their minds. 

Retailers also policed card programs, soliciting customers who matched ra-

cial and class expectations about creditworthiness (which bankers would in 

turn monitor by enrolling merchants who served desirable clientele).12

Once she passed the credit check, Mrs. Housewife was issued a charge 

card by Franklin National, imprinted with her husband’s name and their ac-

count number. When making a purchase, she handed the retailer her card, 

and—if the advertisements are any indication—proudly exclaimed, “Please 

charge it!” The retailer, duly impressed, completed a carbon paper sales slip 

with the purchase details and imprinted the embossed card on the slip, 

which Mrs. Housewife signed. If the purchase was above $10, or some simi-

lar predetermined “floor limit,” the merchant called the bank to confirm 

Mrs. Housewife’s account was in good standing. As far as Mrs. Housewife 

was concerned, the transaction ended there. She took her goods and left. 

Every month the bank consolidated Mrs. Housewife’s account and mailed 

her a bill containing carbon copies of her sales slips. She paid her bill in full 

each month, without paying interest.13

Behind Mrs. Housewife’s transaction lay a second series of transfers be-

tween the merchant and the bank, which hid the mechanics and—more im-

portantly—the costs of her charge account. At the end of the business day, 

Franklin National’s merchant-customers consolidated their charge sales 

slips and transferred them to the bank. The bank then credited each mer-

chant’s checking account for the full value of these purchases, less a fixed 

percentage called the merchant discount. Merchants also paid fees to join 

the charge account plan, to rent the imprinter that recorded the customer’s 
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information on the sales slip, and to participate in advertising tie-ins with the 

bank.14

As Donohue’s invocation of “Mrs. Housewife” suggests, bankers designed 

their charge account plans to facilitate female-led, family consumption. 

Charge account bankers imagined their market as white, female, married, 

and affluent, a vison prominently portrayed in charge account advertising. 

Toole’s customer was “Mrs. John Shopper”; other bankers preferred plain 

“Mrs. Shopper.” Charge account banking, advertisements promised, made 

wifely tasks like provisioning and budgeting more convenient, consolidating 

small purchases into one monthly bill. Bank charge accounts thus operated 

in contrast to predominantly male modes of credit, like automobile loans 

and durable goods purchases. Large purchases like these tended to require a 

husband’s presence and approval. Likewise, the husband’s approval was a 

necessary step in obtaining a Charge-It account since the family’s credit was 

in his name. Charge account bankers thus promoted wholesome abundance 

and familial safety, central middle-class family values in the Cold War era.15

When Charg-It and Charge-It emerged in the early 1950s, the business 

press hailed the plans as important new banking services for aiding small 

retailers. Clearly reflecting the narratives employed by Biggins and Dono-

hue, Business Week, Banking, and other publications portrayed bank charge 

accounts as products imbued with small business, antimonopoly politics. 

Franklin National’s “Charge-It” plan could “support private enterprise at the 

small retailer level” and even “stem the disappearance of the small store 

which finds it difficult to compete with the large units opening branches in 

suburban areas.” Charge account bankers needed allies; to recruit them, they 

leaned into these narratives. At industry conferences and in the banking 

press, charge account bankers reiterated their politically coded origin story: 

banks initiated charge accounts to help their small merchant customers 

compete with department store credit plans. They did so in part to convince 

other bankers to adopt, develop, and sustain the new financial technology. 

The message was also aimed at merchants, whom bankers understood as 

necessary partners in any charge account plan—and indeed as necessary al-

lies in their pursuit of financial innovation.16

Press enthusiasm was one of several currents that drove a wave of 

banks to launch charge account plans in the early 1950s. First, the end of the 

Korean War and with it another round of wartime credit controls cleared the 
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way for the growth of consumer borrowing. In this market, charge account 

plans promised significant revenues—as high as 20 percent, American 

Banker estimated in October 1952. Firms that manufactured credit-process-

ing equipment, such as Addressograph and Diebold, also encouraged bank-

ers to imagine profits flowing from retail credit plans. So did charge account 

bankers, like Biggins and Donohue, whose banks marketed franchise ar-

rangements to their industry colleagues. Whether they signed with an estab-

lished plan or developed their own, at least 91 banks launched charge plans 

by the end of 1953. “‘Charge accounts for banks,’” Donohue declared confi-

dently in March 1953, “is here to stay.”17

Donohue’s optimism hid the impending difficulties bankers faced as they 

brought their new charge account plans to market. High equipment and 

supplies costs, difficulty enrolling merchants and consumers, inexperience 

managing retail credit accounts, and regulatory scrutiny would all challenge 

firms as they tailored charge account banking to their local markets. Their 

banking peers, meanwhile, remained skeptical that charge accounts were a 

legitimate banking service. Rather than confront these challenges alone, 

bankers quickly formed formal and informal networks to promote charge 

account banking. They worked together to determine best practices and to 

develop new profit-making strategies. In doing so, they also refined their 

social and political arguments that charge accounts were a rightful banking 

service, constructing a vision of commercial banking’s future with consumer 

borrowing at the center. Such cooperation was possible because, under the 

New Deal order’s geographic regulations, charge account bankers did not 

directly compete.18

American Banker editor Otto Lorenz led the promotional campaign within 

the banking industry. Lorenz, a veteran of the industry’s expansion into in-

stallment lending in the 1930s, seized on charge accounts, turning commer-

cial banking’s leading newspaper into a claxon for consumer lending. In 

June 1953, Lorenz began publishing multipage quarterly reports in American 

Banker, which detailed statistics on charge account sales volume, expenses, 

and profits and also featured extensive commentary from Lorenz and prac-

ticing charge account bankers on plan management. Through his reports, 

Lorenz forged a community of practitioners—whom he fondly called “pio-

neers”—giving them a virtual space to test new ideas. Together, Lorenz and 

his contributors identified the methods that made charge account banking 
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profitable and even formulated the statistical categories that defined profit-

ability in the first place. Was the size of a bank’s “trading area” a factor in 

charge account success? What was the best way to report delinquency data 

(while not scaring off potential adopters)? How much overhead should the 

charge account program be accountable for? By reporting and analyzing the 

strategies employed by exemplary performers, and by using such informa-

tion to critique underperforming firms, Lorenz and his contributors crafted 

a proscriptive guide to charge account banking. They sought to demonstrate 

that charge accounts were a legitimate banking function and to entice more 

bankers to adopt the plans. Budget targets, accounting principles, explana-

tions of plan management procedures, and Lorenz’s enthusiastic booster-

ism opened charge account banking to more firms and guided bankers over 

the early shoals their plans inevitably encountered.19

As charge account bankers built a community through Lorenz’s American 

Banker reports, they developed institutions to solidify innovation within their 

banks and spread them to the wider industry. At first, practitioners cooper-

ated informally. As one banker recalled, “Many of us . . . had been exchang-

ing ideas and discussing problems, both through correspondence and during 

personal visits to each other’s offices.” In March 1954, at the American Bank-

ers Association’s National Installment Credit Conference, 24 banks from 13 

states formed the Charge Account Bankers Association (CABA) to “promote 

generally the interest of charge account banking.” CABA became a clearing-

house of information about bank card plans. Through annual conferences 

and frequent late night phone calls between overworked bankers, CABA 

members gradually settled on a common set of charge account practices, 

more closely resembling Franklin National’s department store-style card 

than Biggins’s scrip plan (Biggins did not join CABA). Once bank charge 

accounts found a stable footing, CABA transitioned into a self-regulatory 

institution. The group developed and disseminated standards for charge ac-

count banking programs to reassure bank management, regulators, and 

other stakeholders that the seemingly risky credit plans were in fact safe and 

sound.20

At the same time that Lorenz and CABA members tried to convince skep-

tical bankers that charge account plans merely extended established banking 

practices, they sought to convince government officials that the plans should 

not be held to the same standards as traditional banking. As a new financial 
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technology, charge accounts existed in ambiguous regulatory space, and 

bankers worked to shape regulatory interpretations to their advantage. Gov-

ernment officials, bankers argued, should evaluate their novel credit service 

on the same basis as the retail firms that banks emulated—firms that were 

not subject to banking’s strict accounting and oversight standards. Charge 

account bankers focused special attention on charge-offs, the mandated de-

linquency period after which banks had to write off non-performing loans, 

and on state interest rate limits, which restricted rates on bank loans but 

usually did not extend to retail credit. “We have been examined four times—

once by F.D.I.C., twice by State, and once by Clearing House,” one banker 

complained. Frustrated with the rapid charge-offs mandated by officials, he 

continued, “We believe 90 day charge off is impractical on retail charge ac-

counts. I know of no retailer who acts so soon.” Lorenz urged CABA to edu-

cate oversight officials by creating uniform standards for charge account 

write-offs that officials could then apply. Some bank examiners agreed to fol-

low the account delinquency rules that CABA published in 1959, but others 

maintained stringent lending standards. “Some banks,” Lorenz reported, 

“had unhappy management” as a result.21

Variations in state law also complicated charge account bankers’ efforts to 

offer revolving credit. Through the 1950s, retailers gradually shifted from 

charge accounts that consumers paid off monthly to revolving credit that al-

lowed consumers to carry balances by paying interest. Retailers’ revolving 

credit plans fell under a legal exemption to usury laws called the time-price 

doctrine and were largely unregulated. Even when states specifically regu-

lated retail credit sales, rates were higher than for money loans. After 1960, 

New York retailers could charge 1.5 percent a month (18 percent annualized) 

on unpaid revolving credit balances, whereas banks could charge only 6 per-

cent per year for personal loans.22 Over the long term, state interest rate re-

strictions became the most visible and politically contested regulatory barrier 

constraining bank card plans. In the 1950s, however, official oversight of 

charge account banking largely proceeded out of sight, without public pro-

nouncements or obvious political conflict.23

In the mid-1950s, the future of charge account banking remained uncer-

tain. Bankers struggled to win industry, merchant, and regulatory allies. 

Most plans tended to lose money for several years before turning modest 

profits, and about half of the firms that jumped into the field in 1953 did not 
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wait long enough to turn the corner. Bankers lacked experience developing, 

staffing, and promoting retail-related services. Some—sold on the merits of 

charge account banking by aggressive equipment salesmen—bought more 

processing equipment, carbon forms, and card imprinters than they needed. 

For several years, the charge account banking “fraternity” endured a slow 

attrition. Few new banks started plans. The economy boomed from 1954 to 

1957, and the banking industry enjoyed many safe, profitable outlets for 

bank funds. Despite Lorenz’s best efforts, commercial bankers largely re-

mained suspicious of direct consumer lending.24

The Merchant Approach

The charge account banking plans that survived grew significantly in the 

1950s, making gains in consumer accounts, credit volume, and overall profits. 

Early practitioners solidified their merchant-centered approach to unsecured 

consumer credit, recruiting retailers into charge account plans and then en-

couraging them to sign up creditworthy consumers. The merchant approach 

derived from commercial bankers’ business lending experience and their on-

going rhetorical commitment to antimonopoly retail politics. It enabled bank-

ers, Lorenz and CABA emphasized, to make profitable consumer loans and to 

deepen their business relationships with merchant members. Charge account 

bankers engaged constantly with their retail partners. Through their charge 

plans, they promoted additional services, including commercial and mortgage 

loans. And because retailers maintained a checking account at their charge 

account bank—where the bank deposited funds against their charge sales re-

ceipts—the plans also provided inexpensive funding. “The charge account 

banking business,” Lorenz argued, “finances itself.”25

Despite claims that smaller merchants desperately needed charge ac-

counts to compete with large department stores, bankers still had to sell 

charge accounts to retailers. Bankers breathlessly advertised the many ben-

efits offered by their plans. The first should have been obvious. As the Pan 

American Bank of Miami, Florida, explained in a brochure, “Mr. Merchant: 

Here’s a New Avenue of Revenue!” The bank’s Charge Plan “enables the 

local merchant to offer his customers a charge-account service comparable 

to that of a large department store.” Merchants, the bank explained, would 

receive immediate cash for all their charge account sales and did not risk 
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any credit losses. The Pan Am Bank Charge Plan guaranteed “Increased 

Sales,” “Increased Net Profits,” and “Increased Numbers of Potential 

Customers.” Other plans promised to reduce bookkeeping, personnel, post-

age, and supply costs, allowing merchants to focus on what they did best—

merchandising. Summing up these advantages, the Florida National Bank of 

Orlando explained that its “F.N.B. Charge Plan Acts as the Credit, Account-

ing, Bookkeeping, and Collection Departments, And Actually costs participat-

ing merchants and professional men, and their customers less.”26

Merchants would have to pay for these services, of course, and they did 

so through the merchant discount, which operated at once as a service 

charge and set of legal relationships between the merchant, the consumer, 

and the bank. Discounts, a longstanding banking practice, are effectively in-

terest in reverse, paid upfront instead of over time. The merchant discount—

calculated as a percentage of the final sales price—compensated the bank for 

the time it took to collect the balance, the cost of administering the account, 

and the risk associated with the transaction. In the case of a 5 percent dis-

count, when a merchant sold a $10 pair of shoes, the bank paid the merchant 

$9.50. The remaining 50 cents accrued to the bank, covering the cost and 

risk of lending. Discounting also created legal safeguards for both merchants 

and bankers. When a consumer signed her charge account receipt, she actu-

ally signed a debt contract with the merchant. The merchant then sold—or 

“discounted”—this debt to the bank. Bankers purchased charge account con-

tracts on a non-recourse basis, meaning if the customer failed to pay, the bank 

could not pass the losses back to the retailer. Bankers became holder in due 

course, meaning that if the merchandise was faulty or the merchant had com-

mitted fraud, the consumer still had to pay the bank.27

Through the merchant discount, merchants, not consumers, paid for 

charge account banking. While John Biggins claimed that his Charg-It plan 

“doesn’t cost” consumers “a penny more” than purchasing with cash, mer-

chants handed over 8 percent of their Charg-It sales. Franklin National’s 

plan was less expensive, charging merchants 5 percent on 30-day charge pur-

chases and 6 percent on 60-day charges. When later plans allowed consum-

ers to spread their charge account payments over 30, 60, or 90 days, many 

banks raised the merchant discount on longer repayment periods. Eventu-

ally, some banks reduced their merchant discounts by rebating merchants 

if they met certain sales volume targets. Still, during the 1950s, discounts 
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remained high. From 1954 to 1959, American Banker calculated that profit-

able bank plans charged an average discount of 5.21 percent. In charge 

account banking, consumers borrowed, and retailers paid the interest.28

Although bankers promoted charge plans as a mutually beneficial service, 

many retailers remained doubtful about the merits of charge account bank-

ing. “Strange as it may seem,” Franklin National’s Donohue remarked, “the 

merchant requires a good deal of education in this program.” Merchants 

were getting a good deal of education from the retail trade press, often of a 

character unfavorable to banks. “Granting credit on credit cards issued by 

others,” Credit World bluntly warned readers in September 1953, “is a mis-

take.” Many merchants, faced with high discounts, doubtlessly agreed. 

Banks’ fees, a writer in the trade magazine Stores argued, cost more that 

managing an in-house credit department. For efficient department stores, 

credit costs averaged about 2 percent of charge volume versus the 5 percent 

commanded by banks. Bankers disputed these figures. They argued that the 

increased sales generated through charge accounts more than compensated 

for these costs. For merchants without existing credit departments, the Stores 

writer conceded, a bank’s charge plan might be an appealing alternative to 

investing in equipment and personnel, but the merchant would need to pro-

mote credit purchases, turning potential cash sales into 5 percent markups.29

High merchant discounts strongly influenced which types of retailers 

would join bank card plans, limiting participation to those that charged high 

markups on their merchandise. Clothing and shoe stores, which competed 

directly against department stores, were obvious targets. Drug stores and 

hardware stores also joined charge account plans, as did gas and service sta-

tions. Florists and photographers often participated, and so did optometrists 

and dentists. In small towns, local department stores occasionally joined 

bank charge account plans, though they tended to negotiate lower discounts, 

giving the sponsoring bank high sales volume but little added profit. More 

often, department stores with established credit plans declined to join, as 

did discount retailers that offered low prices and no credit. Grocers, espe-

cially supermarkets that likewise sold on low margins, seldom adopted bank 

card plans in the 1950s. In a 1960 report, the U.S. Department of Agriculture 

suggested that the first grocery store to join a bank plan might increase its 

profit by pulling customers away from its competitors. But if a city’s other 

grocers also adopted charge accounts, the opportunity to gain new customers 



 charge account banking  49

would disappear. All the grocers would then be stuck paying high merchant 

discounts, costs that would either subtract from profits or lead to higher con-

sumer prices. This was exactly the kind of credit trap retailers sought to 

avoid.30

High costs were just one reason retailers resisted charge account pro-

grams: they also worried about banks intervening in their relationships with 

customers. Instead of returning to the store each month to settle up—and 

perhaps make additional purchases—customers paid off their charge ac-

counts at the bank or by mail, costing smaller stores valuable foot traffic. 

Merchants also feared that by sending their accounts to the bank, they would 

lose their customers to competitors who adopted the bank’s charge plan. 

Some banks, like Marine Midland, a banking group in upstate New York, 

tried to counter this fear by enrolling only one type of retailer in a particular 

location, like a new shopping plaza. Some merchants took matters into their 

own hands, sending more troublesome credit accounts to the bank while 

keeping their prompt-paying customers for themselves. Throughout the 

1950s, the retail trade press remained suspicious of bankers’ retail credit 

plans. The same spirit of independent proprietorship that fueled retailers’ 

impulse toward antimonopoly also led them to resist what one writer in 

Women’s Wear Daily called banks’ “long-range . . . campaign to establish 

themselves as the principal source for all types of credit.”31

Despite these ongoing tensions, bankers convinced many merchants to 

join their plans. Between June 1953 and November 1958, the number of mer-

chants accepting bank charge plans rose from 5,000 to 12,000, or from 

about 170 to about 360 merchants for each reporting bank. Merchants 

wanted to offer credit. Although charge account banking had drawbacks, 

bank plans allowed merchants to participate in the expansion of the private 

credit economy without investing heavily in the infrastructure necessary to 

do so on their own.

In their pitch to retailers, bankers often promised to unite merchants into 

local shopping communities, a process that manifested in the spatial strate-

gies banks adopted to serve their local markets. In smaller towns, charge 

account banks worked to preserve and revitalize downtown shopping. Of the 

74 merchants listed in the directory of the Industrial Savings and Trust of 

Muncie, Indiana, 54 were clustered within four blocks of the main down-

town intersection, where the bank had its offices. Expanding automobile 
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ownership placed many small-town merchants into direct competition with 

large stores in nearby cities. Bank charge accounts kept retail business local. 

After describing how the new four-lane highway created “the tendency . . . 

for the ladies to go to Indianapolis to shop,” Columbus, Indiana, banker 

J. Irwin Miller explained to Congress how, thanks to the bank’s charge ac-

count plan, “by and large, business . . . stays in Columbus.”32

Banks on the outskirts of major cities, meanwhile, adopted suburban strat-

egies for their charge account plans. When merchants moved into the na-

tion’s shiny new shopping centers, they were often short on capital and lacked 

established ties with local customers. Financing consumer credit was a risky 

burden. Bank charge plans banded merchants together into shopping center-

wide credit services. Charge account plans that emphasized suburban shop-

ping, however, threatened downtown merchants. As one worried Credit World 

author observed, “Banks all over the country are sponsoring new consolidated 

‘charge account’ services, the single purpose of which is to get people to buy in 

the neighborhood instead of going ‘downtown.’ ” The geographic diversity of 

charge account plans suggests that the programs were flexible and could be 

adapted to different retail environments, even as, like the banking industry 

more broadly, the service remained confined by geographic regulation.33

Geographic restrictions were not always insurmountable barriers. In a 

preview of networking strategies banks developed in the 1960s, some charge 

account bankers experimented with interchange, where banks separated by 

geographic regulations participated in the same card plan. The first inter-

change system began in 1955, when five small banks in rural Michigan ap-

proached the larger Citizens Commercial and Savings Bank of Flint, which 

operated a plan called “Charge-O-Matic.” As a Citizens executive explained 

in American Banker, the smaller banks wanted to offer charge accounts in 

their towns but feared they would not generate adequate volume to make the 

plans profitable. Citizens Commercial had long-standing relationships with 

the banks; its executives, sensing an opportunity to profitably deepen these 

ties, devised a cooperative interchange system that enabled the smaller banks 

to offer charge accounts in their communities. The small banks recruited 

merchants in their towns, and the merchants recommended consumers to 

participate in the plan. The small correspondent banks—later called agent 

banks—managed the merchant side of the business, collecting charge 

slips, taking floor limit calls, and crediting merchant accounts for consumer 
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purchases. Merchants, in turn, opened checking accounts with their local 

agent bank, and the agent bank earned a portion of the merchant discount 

on each local transaction. Citizens Commercial handled the consumer side, 

collecting merchant slips from the small banks, billing consumers, and re-

taining any interest consumers paid on their accounts. “Will it work?” the 

Citizens Commercial executive asked. When he explained the plan in May 

1956, “it [was] a little too soon to know.”34

The banks that experimented with “correspondent charge account plans” 

in the 1950s did so to capitalize on investments in managerial expertise and 

credit-processing equipment and to expand the geographic reach of their 

plans. Citizens Commercial and the First National Bank and Trust of Kal-

amazoo, which began the second such plan in 1957, were both located in 

Michigan, a state that limited branch banking to a 25-mile radius from a 

bank’s primary office. Correspondent plans incorporated merchants and 

consumers from outside the card-issuing banks’ restricted market, increas-

ing transaction volume and lowering individual transaction costs. Still, bank-

ers remained careful to root their correspondent plans in their agent banks’ 

communities, relying on cross-branding to ensure that the agent bank was 

the prominent face of the plan in their markets. While Citizens Commercial 

claimed its plan covered a 100-mile radius, in the small towns serviced by 

Charge-O-Matic, the program’s emblem carried the agent bank’s name in 

bold letters. Cardholders also received their Charge-O-Matic cards in a letter 

from the agent bank. The small community banks thus maintained local 

relationships with merchants and consumers, and added income as well.35

The Consumer Question

Bankers anticipated how charge accounts would benefit local merchants 

and deepen their relationships with small business customers, but they 

struggled to conceptualize how they would interact with consumer cardhold-

ers. We now think of card-issuing banks as intermediaries connecting card-

holders to merchants and merchants to cardholders. Through the card, 

consumers’ relationships are now firmly with the bank. In the 1950s, charge 

account plans ran through merchants. Banks relied on their retail partners 

to promote charge accounts to their customers and to encourage credit 

spending at each transaction. Enrolling consumers was the first step. From 
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that point forward, as Lorenz and other American Banker contributors em-

phasized, when the consumer chose between cash, check, or credit, bankers 

needed merchants to promote their credit plans.36

Charge account bankers worried constantly that merchants were not en-

couraging credit sales enthusiastically enough. At Marine Midland Bank, 

Fig. 1: Brochure promoting the charge account service of the First National Bank and 
Trust of Kalamazoo. Mrs. Smith, who feels a charge account would be “more conve-
nient” than cash, approaches a shopkeeper, who then helps her apply for the bank’s 
charge account in his store.

Source: “First National Charge Account Service Shoppers Guide,” First National Bank and Trust of 
Kalamazoo Clipping File, Kalamazoo Public Library (ca. mid-1950s). Reprinted with permission 
of PNC Bank, N.A.
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executive Douglas A. Freeth confronted the issue directly in a memo titled 

“What’s Wrong with Midland Charge Plan?” Five of Midland’s subsidiary 

banks had adopted charge accounts in the 1950s and all were losing money. 

For Freeth, “the heart of the whole problem” was “the host of merchants, of all 

sizes, who do not realize the value of credit selling or know how to accom-

plish it.” Without sufficient merchant cooperation, the Midland banks could 

not generate sufficient sales volume to cover their plans’ fixed costs. Bank 

personnel had to sell merchants on the virtues of the Midland Charge Plan, 

and they had to convince merchants to sign up consumers and push credit 

sales. “We need to stimulate, through merchants, more card holders and 

increased card usage,” Freeth concluded. “Such a result will not just happen. 

It must be made to happen—by selling—hard!” In the banking press, charge 

account bankers reinforced this sentiment, uniformly arguing that bankers 

had to convince merchants to sell on credit, not convince consumers to buy.37

Although bankers praised charge accounts as a way to gain and deepen 

business lending relationships, they seldom discussed how charge accounts 

could generate new consumer deposits or consumer loans. Commercial 

bankers specialized in business lending. In other lines of consumer credit, 

they usually worked through consumer-facing firms, such as car dealers 

when making auto loans. Bankers structured charge accounts in the same 

way, creating a debt between the consumer and the merchant, which the 

merchant then sold to the bank. Most bankers simply did not feel that they 

could make an all-out pitch to consumers. As Freeth concluded, “An indi-

vidual’s attitude toward debt and his paying habits are not easily predeter-

mined or readily changed.” Other bank card promoters agreed. Recall 

Edward Donohue’s exhortation that “we could not change habits.” Instead, 

bankers built their charge plans on relationships that already existed, first 

between consumers and merchants, and then between merchants and the 

bank.38

Bankers’ image of their ideal charge account customer—Mrs. House-

wife—also inhibited aggressive customer solicitation. Bank offices were 

overwhelmingly male spaces and charge account bankers self-consciously 

styled themselves a “fraternity.” Bankers worked within a hierarchy of social 

and gender divisions: merchants and bank tellers served female customers, 

while bankers dealt with other men. For such bankers, female-led shopping 

carried transparent sexual undertones. Warning bankers against soliciting 
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consumers directly, Lorenz cautioned, “Nobody uses a charge card unless a 

buying impulse has been aroused. That buying impulse must be stirred up 

by the merchant and his wares.” Bankers would facilitate credit sales. The 

charge account fraternity, however, had no business between the sheets with 

Mrs. Housewife and the draper.39

Still, just because bankers did not feel they could solicit consumer partici-

pation directly did not mean that consumers were not active agents in the 

growth of charge account banking. After all, banks developed charge account 

plans so that small merchants could meet customers’ credit demands. So 

long as consumers borrowed while retailers paid the interest—so long as the 

costs of the system remained hidden from consumers by prices that weighed 

heavily on merchants—consumers continued to pressure retailers to take 

their new bank cards. For Pan American Bank in Miami, “Each customer 

[was] an ambassador of good will and usually demand[ed] new merchants . . . 

inquire and join this service.” Retailers, however, seldom appreciated being 

arm-twisted by their customers. As Marine Midland executive Raymond Alm 

discovered after surveying his bank’s merchant partners, “Most of these 

merchants did not need (or desire) this bank service, but joined the plan in 

order to retain present customers who might wish to use the bank charge 

card in their stores.” As more consumers carried bank cards, retailers faced 

a stark choice: accept bank cards and pay the merchant discount or refuse 

bank cards and lose sales entirely.40

Although merchant discounts remained consistent throughout the 1950s, 

charge account bankers slowly adopted revolving credit, which allowed con-

sumers to carry purchases over time by paying interest on their outstanding 

balances. In October 1953, Lorenz reported that only a fifth of charge account 

bank plans incorporated revolving credit, “surely an omission of major mag-

nitude.” As charge account bankers gained more experience, Lorenz urged 

them to adopt revolving credit “both as a means of increasing volume and as 

another source of valuable income.” By August 1958, nearly 60 percent of 

charge account banking plans incorporated revolving credit, and consumer 

interest payments accounted for about a quarter of the income for profitable 

bank plans.41

Bankers, though, were unsure how to promote revolving credit, because, 

as Alm found, consumers remained apprehensive about credit purchasing. 

In addition to surveying Marine Midland’s merchant customers, Alm also 
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surveyed the bank’s inactive cardholders “to determine their reaction to the 

charge plan and their reasons for not using this service more often.” Here, 

Alm discovered a paradox. He found that 31.2 percent of inactive cardholders 

claimed they preferred not to use credit, yet only 9.8 percent reported they 

did not use charge accounts. Alm considered this “an obvious inconsis-

tency.” Was it? Perhaps consumers, in the throes of postwar abundance, re-

mained uncomfortable with the insecurity and indebtedness that came with 

credit use. For Alm and Marine Midland Bank, the solution to consumer 

reluctance was simple: do not talk about credit. “The economy and conve-

nience of only one bill a month should be emphasized,” Alm wrote, “thus 

creating the image that the bank is performing a billing service, not a credit 

service.” To convey this image, Marine Midland renamed their Midland 

Shopper Credit Service the Midland Charge Plan. The bankers who oversaw 

Charge-It, Charge-Rite, and Charge-O-Matic had long taken the same 

approach.42

The Travel Cards: Credit Unbound

At the same time that bankers were developing charge accounts to serve 

merchants and families in local communities, entrepreneurs in New York 

City developed a different kind of credit card, one for jet-set executives. Ori-

gin stories of the credit card industry often begin here, with Frank X. McNa-

mara. The tale has evolved over time, but the basic version is that in 1949, 

McNamara was transacting business over an expensive yet “wholesome”—

as in, hold the martinis—lunch in New York City. As the waiter was about to 

bring the check, McNamara realized he had left his wallet at home in one of 

his other suits. Ignobly waiting for his wife to drive in from suburban Long 

Island so he could settle the bill, McNamara got to thinking. “Why,” he won-

dered, “should people be limited to spending what they are carrying in cash, 

instead of being able to spend what they can afford?” That thought launched 

the Diners Club. Initiated in February 1950, Diners was the first travel and 

entertainment card and, in most journalistic and scholarly accounts, the first 

“universal” credit card.43

As origin stories go, McNamara’s wayward wallet worked well. It made the 

Club’s cards instantly elite and masculine, perfect for the man who couldn’t 

keep track of his wallet among his many suits. It also encoded the card as 
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safely straight and white, wedded—through McNamara’s wife—to the clean 

family living of the all-white Long Island suburbs. And it made the card 

functionally distinct, different than the charge accounts and department 

store cards used by households and housewives. Also, like many origin sto-

ries, it was a fabrication. As the tale filtered through marketing materials and 

news accounts, few have asked how a businessman who forgot his wallet 

would have remembered his Diners Card.44

The story was no less powerful for being implausible—it stuck and so did 

the Diners Club. Begun as a way for New York executives to dine on credit at 

restaurants and nightclubs, Diners expanded to provide a variety of services 

for its elite clientele, enabling them to charge hotel rooms, car rentals, 

and even freshly cut flowers. In the Club’s estimation, such services 

made the card the “Indispensable New Convenience for the Executive—the 

Salesman—the man who gets around!” By its one-year anniversary Diners 

claimed more than 40,000 members and 300 participating restaurants and 

nightclubs, and it had offices in Boston, Hollywood, and Chicago. The com-

pany began international operations in 1953 in Italy and France, by which 

time it claimed more than 100,000 members and 3,000 merchant partners. 

Growth continued: Diners went public in 1955. Membership reached 

260,000 in April 1956 and 560,000 in February 1958. By then, the firm was 

billing $92 million a year.45

For executives in the 1950s, wining and dining clients was at once an ex-

pected social practice and a valuable tax write-off. Like charge account bank-

ing, Diners sold cardholders convenience, not credit. The phrase “charge it” 

featured prominently in company advertising; “credit” never did. Conve-

nience, moreover, reflected status. “You don’t have to be a top executive to 

enjoy the many benefits of this man-about-town charge account privilege,” 

the Club claimed. For all the implied prestige, Diners offered a practical 

product. The “biggest advantage to business members,” Time magazine re-

ported, is that “it gives them ready-made accounting of their expenses for 

income-tax purposes.” Early on, the firm found its top users were “advertis-

ing men; closely followed by public relations men, [and] men in various sell-

ing businesses.” These men needed to drink with clients and track the 

receipts; Diners helped them do both.46

As with the early bank charge plans, restaurants and other participating 

merchants bore the costs of the system, while cardholders used credit for 
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free. The Club demanded a high discount. It kept 7 percent of what its card-

holders charged, arguing that cardholders entertaining clients on credit 

would spend more. Meanwhile, Diners built its membership by giving cards 

to anyone who passed an initial credit check. Managing the plan, however, 

required significant capital. Diners had to pay merchants immediately, while 

waiting for cardholders to settle their accounts. Unlike banks, which ac-

cessed low-cost funding through consumer and business deposits, Diners 

had to borrow the money it lent to cardholders in financial markets. Even 

with its high merchant discount and short repayment period, the firm could 

not generate a profit until it added a $3 annual membership fee. Cardholders 

who did not regularly use the card dropped out, but demand for new mem-

berships continued to grow. The fee added prestige. Although the Club lost 

more than $300,000 in its first year, the annual fee enabled the firm to turn 

a profit by 1955.47

Diners Club spawned numerous rivals and imitators, especially as it ex-

panded from offering just meals to a full suite of travel and entertainment 

services. Alfred Bloomingdale, department store heir and early backer of 

Diners, built his own card plan in Los Angeles called Dine-n-Sign. Eventu-

ally, Bloomingdale bought out McNamara and merged the two plans. Now-

forgotten cards like Trip-Charge, the Esquire Club, the Gourmet Guest Club, 

the Golden Key, and the Playboy Club all pursued a similar elite male clien-

tele. The most lasting were Hilton Hotel’s Carte Blanche, which grew out of 

the hotel chain’s in-house charge card, and American Express, a firm special-

izing in business and travel services which began issuing cards in 1958. The 

remaining firms either folded or were absorbed by Diners, Hilton, or Amer-

ican Express.48

Bank charge accounts and travel and entertainment cards thus served dis-

tinct markets, distinguished by function—family shopping versus business 

entertaining—and by location—neighborhoods and suburban communities 

versus major cities. Nevertheless, these parallel products were tightly con-

nected. Both bank charge accounts and the Diners Club developed between 

New York City and its Long Island suburbs in the early postwar years. Dono-

hue and McNamara may have occasionally shared a train. Both products 

were part of the continued redefinition of male, homosocial workspaces, on 

the one hand, and idealized white, affluent, female-led suburban life, on the 

other. They operated in separate and distinct spheres, earmarking specific 
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kinds of consumption while overlapping in the wallets and pocketbooks of 

middle-class families. The plans grew together. In the first quarter of 1958, 

Diners had 560,000 members, while the charge account banks that reported 

to American Banker accounted for 754,000 cardholders between them. Travel 

cards, which served male elites in major cities, gained wide press attention; 

bank cards, which served housewives in the suburbs, continued steady, if 

inconspicuous, growth.49

In 1958, California’s Bank of America and New York’s Chase Manhattan, the 

two largest banks in the United States, entered the charge account business. 

Bankers deluged Lorenz with questions. Should they, too, begin offering 

charge accounts? And why, after all, had so many banks dropped out of the 

business over the past few years? Lorenz had little patience for these inqui-

ries. Through relentless promotion of charge account banking over the past 

half decade, Lorenz believed he had demonstrated the viability of charge ac-

count programs. Through such demonstrations, moreover, he revealed that 

bankers needed to escape the confines of their marble-clad imaginations and 

embrace progressive methods of granting credit. “Charge account banking 

stands on its own feet,” Lorenz retorted. “It is profitable.”50

The very visible rise of travel and entertainment plans like Diners Club 

and the later entry of major banks like Bank of America and Chase have 

eclipsed the history of charge account banking, and with it our understand-

ing of early postwar financial innovation. In one sense, charge account bank-

ing reveals a process through which bankers innovated within the rules 

rather than around them. The structure of charge account banking followed 

from the New Deal regulatory order and the politics of small-business anti-

monopoly that undergirded it. Bankers developed their novel card plans 

within the confines of a political economy designed to constrain their firms’ 

geographic reach, which ultimately enabled bankers to cooperate and inno-

vate together. Through the banking trade press and newly formed national 

trade associations, bankers shaped a shared social vision for the charge ac-

count field and a common set of business practices. On the ground, they 

built plans through existing relationships with retailers and, through the re-

tailers, with consumer cardholders. Their pricing strategy, which placed the 

cost of card plans fully on retailers, reflected these relationships. By the 

late 1950s, charge account banking was a viable, if still evolving, financial 
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service. As later chapters will reveal, many of the pioneering banks, includ-

ing Marine Midland and the First National Bank of Omaha, would go on to 

play critical roles in the card industry’s future.51

Still, although charge accounts emerged from within the political economy 

of small finance, they nevertheless represented tentative steps to reshape the 

regulatory environment by opening new consumer markets. CABA bankers 

worked to convince financial regulators that charge account plans were dif-

ferent from traditional banking—that the old rules did not apply to innova-

tive financial products. Moreover, just because bank card plans were local did 

not mean that bankers’ ambitions were small. Banks, W. Albert Hess, vice 

president of the Bank of Virginia, explained in October 1953, “should be the 

reservoirs for every type of credit in their communities.” Hess predicted that 

soon “banks may be handling the bulk, maybe all, charge account financing.” 

Expressing similar sentiment, Bankers Monthly editor J. H. Peters reflected, 

“When you really get to thinking about ‘charge account’ banking, in all of its 

ramifications, it doesn’t shrug off very easily.” These ramifications would take 

time to develop. Charge account banks created the foundation for private 

credit networks, which would gradually draw merchants and consumers into 

a permanent credit—and payments—trap.52



60

Creative Management in Banking

David Rockefeller, president of Chase Manhattan, regretted his bank’s 

brief experiment with charge account banking. Encouraged by reports from 

Otto Lorenz and the American Banker, Chase initiated the Chase Manhattan 

Charge Plan (CMCP) in 1958 as a part of a broader effort to expand its retail 

banking presence across New York City. Chase bankers determined that 

“there was a ready market for this type of credit-card service,” Rockefeller 

recalled, and they “liked the prospects.” However, by 1964, when Rockefeller 

reflected on the experiment in a lecture at Columbia University, published as 

Creative Management in Banking, the program had gone bust. In 1960 alone, 

CMCP lost $1,790,000, almost 20 times the start-up costs Chase executives 

had projected. The creative banker needed the courage to risk failure, Rock-

efeller explained, and the wisdom to move past mistakes. For Chase Manhat-

tan, charge account banking had been a mistake.1

Creative Management in Banking was not primarily a reflection on CMCP; 

it was instead Rockefeller’s attempt to answer a larger question: was the New 

Deal regulatory order capable of meeting the evolving demands of the post-

war economy? Rockefeller—whose grandfather John D. had built the family 

fortune on Standard Oil and whose older brother Nelson began his fifteen-

year reign as governor of New York in 1959—had tried to answer that ques-

tion as a member of the Commission on Money and Credit (CMC). The 

commission convened in 1958, at the request of President Eisenhower, to 
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evaluate the postwar financial structure in light of the nation’s evolving 

economic circumstances. Within its wide-ranging analysis, the commission 

revealed the extent to which the New Deal regulatory priorities of financial 

federalism, industry siloing, and price controls had constrained commercial 

banks. Banks, like Rockefeller’s Chase Manhattan, which traditionally served 

the financial needs of businesses, had lost significant ground to consumer-

oriented financial firms. They suffered, bankers complained, from an 

acute “profits squeeze.” The commission urged immediate reform. Yet re-

strictive policies continued to enjoy robust political support, especially in 

Congress. Well-placed lawmakers, notably Representative Wright Patman 

(D-TX) and Senator Paul Douglas (D-IL), stridently defended the system’s 

limits on concentrated financial power. While Rockefeller and other mem-

bers of the commission sought space for financial firms to grow and change, 

Douglas, Patman, and their allies maintained the New Deal order’s regula-

tory constraints.2

Through his service on the Commission of Money and Credit, Rockefeller 

worked with bankers and other elites to reform the New Deal financial rules 

through the political process; his bank’s simultaneous experiment with 

charge account banking reflected an effort to innovate around regulatory 

restraints. But, as Rockefeller learned, the financial regulatory order, for 

all its contradictions, was not easily reformed or circumvented. After Con-

gress barred the door on direct growth through merger, larger banks turned 

to new services, including charge accounts, that might open windows onto 

new markets. Chase and Bank of America, its West Coast rival, both launched 

card plans in 1958. As with the first wave of charge account banking, they did 

so as consumer spending lifted the economy out of recession, presaging 

commercial banks’ full-scale pivot toward consumer markets. Within the 

banking industry, the entry of these giant firms signaled a new phase for 

card-based credit. Still, most bankers watched and waited. Chase and 

Bank of America experienced significant operational challenges, and both 

banks suffered major public losses. By the early 1960s, Bank of America’s 

resilience—and Chase’s capitulation—solidified a new business model fo-

cused on consumers rather than merchants. As the banking industry pur-

sued consumer markets in the next decade, the industry adopted Bank of 

America’s consumer-focused strategies. Charge account banking faded from 

view.
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The New Deal Regulatory Order in Transition

The Commission on Money and Credit was the product of President 

Dwight D. Eisenhower’s persistent concern with achieving sustained growth 

within a context of economic stability, low inflation, and fiscal responsibility. 

Ike, a Republican, had made his peace with the New Deal welfare state. Un-

like his Democratic predecessors, successors, and critics, he resisted making 

federal spending a perpetual engine of economic expansion. Instead, he 

and his advisers believed monetary rather than fiscal policy was a more ap-

propriate tool for managing the U.S. economy. Monetary policy, however, 

worked through the fragmented financial system, generating unexpected—

and often politically contentious—outcomes. When the Federal Reserve 

tightened the money supply to tamp down on inflation in 1956, mortgage 

rates and municipal borrowing costs surged. Congressional investigations 

followed in short order. The financial infrastructure seemed incapable of ef-

fectively transmitting the will of policymakers. Considering new policy direc-

tions as he began his second term in 1957, Eisenhower sought to determine 

whether the financial structures inherited from the New Deal could deliver 

stable, long-term growth. During his State of the Union Address that 

January, Eisenhower called on Congress to create a commission “to conduct 

a broad national inquiry into the nature, performance and adequacy of our 

financial system.” Eisenhower wanted the commission to be nonpartisan—

to keep matters of expert economic analysis beyond the reach of partisan 

politics.3

In banking, though, politics always intervened. In this case, Eisenhower’s 

proposal landed amid a long-running conflict between congressional 

Democrats and national business groups over how to evaluate—and possibly 

reform—the financial structure. Since the late 1940s, the Committee for 

Economic Development (CED), a business-led policy institute, had pressed 

for the kind of independent investigatory commission Eisenhower now pro-

posed. Congressional leaders, however, would not cede policy authority. They 

stonewalled CED’s efforts even after Eisenhower’s endorsement. Patman 

and Douglas, guardians of the New Deal financial order, instead sought a 

congressional commission, one that would be sympathetic to their antimo-

nopolistic vision of the postwar credit economy. Yet they too failed to win 

congressional approval. Finally, with support from the Rockefeller and Ford 
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Foundations, the CED undertook Ike’s project on its own initiative, estab-

lishing the Commission on Money and Credit in 1958.4

Despite its contested origins, the commission assembled a prominent 

membership and proceeded to examine the financial system in light of the 

economic, social, and political demands placed on it. In addition to Rocke-

feller, CMC members included former Federal Reserve chairman Marriner 

Eccles, future Treasury secretary Henry Fowler, labor leaders, New Deal vet-

erans, and other leading financial executives. Paul Volcker, future chairman 

of the Fed, served as Rockefeller’s assistant, and economist Hyman Minsky 

wrote one of its supplemental reports. The commissioners framed their 

study around the widely accepted goals of price stability, low unemployment, 

and persistent economic growth. Growth, they believed, required credit. 

Consumers needed credit to buy homes, cars, and household goods; busi-

nesses needed credit to make these products and bring them to market; gov-

ernment units needed credit to build infrastructure, maintain the armed 

forces, buttress the welfare state, and otherwise secure the blessings of lib-

erty for Americans and their posterity. In contrast to Western European na-

tions, which channeled credit largely toward business investment, American 

politicians wanted to direct scarce credit to consumption, to production, and 

toward an eclectic mix of more specific goals like housing, agriculture, and 

small business. Given the disparate public objectives, commission members 

struggled to identify a tangible agenda beyond that of a general loosening of 

regulatory restraints. As the report’s lengthy argumentative footnotes indi-

cate, they struggled to agree on anything at all.5

At the level of policy, commission members labored to find a viable direc-

tion, but their work also placed a spotlight on the postwar growth of the U.S. 

financial system and the diminished place of commercial banks within it. In 

broad strokes, the news was encouraging. American households turned 

their rising incomes into savings. Corporations turned their profits into cap-

ital. “We have witnessed a very rapid growth in financial institutions,” the 

commission reported, adding, “The assets of all private financial institutions 

have increased at a growth rate well above the rate of growth of population, 

real output, or national wealth.” The financial business boomed. Total assets 

of private financial firms grew from $280 billion in 1945 to $614 billion in 

1958. Commercial banks were growing too, but slowly. Over the same pe-

riod, commercial bank assets increased from $159 billion to $238 billion, but 
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they declined relative to the financial sector, from 56.5 percent to 39.5 per-

cent. The regulatory structure, the commission argued, clearly benefited 

some firms more than others. Thrifts, like savings and loans and credit 

unions, could not offer checking accounts as did commercial banks, but they 

paid higher interest on consumer savings. As mortgage specialists, thrifts 

also led the postwar housing boom. Meanwhile, less or differently regulated 

firms, particularly investment companies, pension funds, and insurance 

firms, competed with commercial banks for business loans without the geo-

graphical impediments of interstate branching boundaries.6

Commercial bankers were slow to recognize the ways that regulatory dif-

ferences and their own conservative strategies undermined their competitive 

position. In the early postwar years, commercial banks easily met the credit 

needs of their primary customers, business firms. They did so primarily by 

selling U.S. bonds accumulated during the Depression and war years instead 

of seeking new deposits from businesses and consumers. At the peak in 

1946, Treasury securities represented more than half of total commercial 

bank assets. Banks sold these securities and used the proceeds to invest in 

business loans, transitioning from one asset to another rather than seeking 

new deposits to expand their balance sheets. From 1946 to 1956, commercial 

bank deposits increased only 38 percent, compared to GDP growth of 100 

percent and non-bank deposit growth of 172 percent. Bankers blamed their 

meager gains on regulatory disadvantages. In material written under the 

CMC’s auspices, bankers warned policymakers that weak deposit growth 

threatened the entire economy. The ability of commercial banks to provide 

adequate credit, the American Bankers Association warned, “depends to a 

large extent upon the way in which banks serve—or are permitted to serve—as 

deposit institutions.” If they could not grow their deposit base, bankers belat-

edly realized, they would not keep pace with the growing needs of their busi-

ness customers.7

Commercial bankers felt particularly hard pressed when it came to ex-

panding consumer markets. At the end of World War II, commercial banks 

held 53 percent of household savings, but by 1960 they retained only 41 per-

cent. As the commission’s study highlighted, American consumers enjoyed 

a diverse market for financial services. With their deposit rates fixed by the 

Federal Reserve, commercial banks often competed for consumer accounts 

through non-financial incentives. Some were quaint, including toaster and 
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Table 1. Distribution of Assets of Private Financial Institutions, 
1945 and 1958 (by percent)

 1945 1958

Commercial banks 56.5 39.5
Mutual savings banks 6.0 6.2
Savings and loan associations; credit unions; 
and finance, mortgage, and loan companies 3.9 13.2
Life and other insurance companies 19.1 22.8
Pension funds and investment companies 2.1 7.4
Trust departments and securities brokers and dealers 12.3 10.9
Total 99.9 100

Source: Commission on Money and Credit, Money and Credit: Their Influence on Jobs, Prices, and 
Growth (Prentice-Hall, 1961), 155.

steak-knife giveaways. Yet entrepreneurial bankers also experimented with 

new products and services, like charge accounts, to draw consumers into 

their banks. Even so, geographic regulations prevented many banks from 

following white, affluent customers as they migrated out of central cities, 

where banks had their offices, and into the suburbs. Americans were on the 

move, the commission recognized, as their banks stayed in place. “While the 

migration of people and industry had not been restricted by city, county, or 

state boundaries,” the commission observed, “the migration of banks by 

branching often has been restricted.” Consumers were, in more ways than 

one, leaving commercial banks behind.8

Not only had bankers been slow to compete for deposits, but in the early 

postwar years the deposits they did possess become increasingly expensive, 

squeezing bank margins between expensive deposits and loan rates subject 

to price controls and public pressure. Persistent inflation made depositors 

price conscious. Over time, consumers and businesses shifted their money 

from accounts that did not pay interest to those that did. In 1945, 81 percent 

of commercial bank deposits were checking accounts that paid no interest. 

By 1958, they were down to 73 percent. Conversely, savings and time depos-

its, which paid rates set by the Federal Reserve, rose from 19 percent to 

27 percent over the same period. They continued to rise to 33 percent in 1961 
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and 49 percent in 1972. “A principal factor” in Chase Manhattan’s “persis-

tent rise in expenses,” Rockefeller’s bank noted in 1961, was “the growing 

importance of time and savings deposits for which interest must be paid.” 

Banks, however, could not easily pass on rising costs through higher prices. 

State usury laws restricted rates on consumer loans and mortgages. Mean-

while, competition and political pressure held down business lending rates. 

Any increase in the prime rate—the rate banks charged their most credit-

worthy business customers—ensured vocal criticism from politicians and 

negative headlines in the nation’s mainstream press. Trapped between ex-

pensive deposits and low loan rates, commercial banks confronted what 

Rockefeller and his contemporaries termed the “profits squeeze.”9

Commission members saw clearly—and, in Rockefeller’s case, experienced 

personally—the ways the regulatory structure constrained commercial bank-

ers’ role in the American financial order. The commission also recognized 

that some banks sought to retain profitability through aggressive growth, es-

pecially via merger. Rockefeller’s bank provided the salient example. In 1955, 

Chase National Bank, a wholesale bank that served large business clients 

through offices in Manhattan, merged with the Manhattan Company, a retail 

bank with branches spread through the Bronx, Brooklyn, and Queens. The 

new Chase Manhattan became the second largest bank in the country—be-

hind only California’s Bank of America. The combination also ignited a 

merger boom among Chase’s competitors. The New York Times hailed a “New 

Banking Era.” Congress was not so enthusiastic. Patman and Douglas, along 

with allies like Emanuel Celler (D-NY) and Estes Kefauver (D-TN), rose to 

defend the New Deal’s political economy of small finance. “The businessman 

and merchant,” Celler warned as he prepared a congressional inquiry, “will be 

at the mercy of a financial colossus.” Throughout the 1950s and 1960s, Con-

gress extended the New Deal’s political economy of small finance through a 

raft of antimonopoly legislation, including the Bank Holding Company Act 

(1956) and the Bank Merger Acts (1960, 1966). Even as the CMC debated 

regulatory liberalization, Congress remained committed to fragmentation 

and restraint.10

Congressional antagonism to bank mergers did not bode well for the commis-

sion’s recommendations. In its June 1961 report, the Commission on Money 

and Credit offered 91 proposals aimed at increasing financial competition and 

improving the federal government’s economic management and credit pro-
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grams. For commercial banks, the report recommended loosening branching 

restrictions to enhance competition with non-bank financial firms, liberalizing 

bank investment powers, and equalizing limits on savings account rates. Presi-

dent John F. Kennedy praised the report and called on Congress’s Joint Eco-

nomic Committee (JEC) to propose appropriate legislation. Patman and Douglas, 

however, jointly chaired the JEC. With their allies, they remained hostile to con-

centrated economic power, defensive of state regulatory prerogatives, and protec-

tive of the New Deal banking reforms. “I think we should have local banks run 

and owned by local people,” Patman explained. David Rockefeller, scion of a 

monopolist and president of a monopolist bank, embodied the antithesis of their 

vision. When Rockefeller appeared before the JEC’s hearings in August 1961, 

Patman grilled the Chase president on the dominance of New York banks and 

attacked the commission’s branching recommendations (never mind that Rock-

efeller was there to discuss federal lending programs). With Patman and Doug-

las in charge of the agenda, the JEC buried the commission’s proposals.11

Congressional leaders remained committed to the political economy of 

small finance, rejecting both the practical efforts of bankers to grow through 

merger and the theoretical claims of the CMC that financial liberalization 

would encourage the policy trifecta of low inflation, high employment, and 

steady growth. Patman and Douglas found an eager constituency among the 

thousands of small financial firms, which collectively sought to preserve their 

competitive positions against the forces of consolidation and monopoly. 

Small, local finance also reflected the commonplace understanding that fi-

nancial relationships were social relationships, embedded in communities 

(and in community power structures, including race, gender, and social 

class). Although banks would chip away at the edges through innovation, 

Congress remained committed to the New Deal regulatory order into the 

1960s.12

Within the nation’s larger banks, the regulatory system’s unyielding re-

strictions on commercial banks vis-à-vis other financial firms bred an in-

creasingly vigorous regulatory resentment paired with an anti-regulatory, 

free-market ideology. This was especially true for a cohort of young, midlevel 

bankers who built their careers in the 1950s and 1960s. In succeeding de-

cades, men—and they were all men—like Citibank’s Walter Wriston, First 

National Bank of Omaha’s John R. Lauritzen, and Seattle National Bank of 

Commerce’s Dee Hock would press against the political economy of small 
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finance. In doing so, they turned antimonopolists’ language of fair competi-

tion against the regulatory state, arguing that the solution to the unfair regu-

latory standards was free competition in the market. Like the profits squeeze, 

this ideology would develop over time, and as it did, many of its proponents 

reached for credit cards as a strategic embodiment of its ideals: as a way to 

pursue regulatory reform through market means.13

The Divergent Paths of Chase 
Manhattan and Bank of America

The financial order, built on financial federalism, industry siloing, and 

price controls, created wide channels for growth for some firms but re-

strained commercial banks. Congressional leaders, eager to maintain the 

political economy of small finance, watchfully guarded the system. As bank-

ers reexamined their competitive positions at the end of the 1950s, they 

looked for new ways to generate profits within the system or, barring that, to 

plot a course beyond its confines. In boardrooms, the inviting call of the 

charge account bankers sounded louder and clearer. Charge account bankers 

reported 750,000 cardholders, $40 million in transaction volume, and $12.5 

million in credit outstanding in 1957. The charge account fraternity aimed 

for one million cardholders and $45 million in volume in 1958 and expected 

to achieve it. “This hard-working, resourceful and successful little corps of 

pioneers have come through with better results year after year,” Otto Lorenz 

gloated. Charge account banking had direction and momentum.14

The course of that momentum shifted dramatically in 1958 when Rocke-

feller’s Chase Manhattan and California’s Bank of America launched charge 

account plans. The two firms were orders of magnitude larger than their 

commercial bank competitors. The average (mean) U.S. bank in 1958 had 

$38.5 million in total assets, whereas the average (mean) card-issuing bank 

had—as a rough estimate—about $250 million. By comparison, Chase and 

Bank of America were huge: at the end of 1958, Bank of America had $11.2 

billion in assets, Chase had $8.3 billion. Although they shared size in com-

mon, they operated fundamentally different business models shaped by 

their distinct state regulatory contexts. These elemental differences deter-

mined how their executives understood the challenges their new card plans 

would face—and what strategies they would adopt to overcome them.15
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Chase entered the charge account business at a moment when its execu-

tives were uncertain about the bank’s identity and future direction. The orig-

inal Chase National Bank had been a wholesale bank, serving large corporate 

clients in New York State and across the country. Chase executives recog-

nized that postwar inflation was encouraging these clients to shift their de-

posits from interest-free demand deposits to interest-bearing time accounts 

at the bank or to new financial instruments outside of it. Chase bankers de-

termined that the bank needed to diversify its deposit base and asset portfo-

lio. They did so, in 1955, by merging with the Manhattan Company, a firm 

that focused on the consumer market. The merger created double vision 

within the bank. Former Chase National executives like Rockefeller saw a 

nationwide—even global—corporate market. Their ambition stretched as far 

as planes could fly from New York City. Former Manhattan Company execu-

tives, meanwhile, saw their customers from their office window, in the 

neighborhoods where the new Chase Manhattan Bank maintained its branch 

offices. Under state law, the consolidated bank could not build branches out-

side New York’s five boroughs; only in 1960 could they extend to neighbor-

ing Nassau and Westchester Counties. The merger agreement called for 

joint leadership by the Manhattan Company’s consumer-focused executives 

and Chase’s traditionally wholesale bankers. The two visions might coexist, 

but they could not co-lead.16

In 1958, as the internal power struggle remained unresolved, the bank 

introduced the Chase Manhattan Charge Plan (CMCP). Bank executives 

modeled the plan on the charge account programs promoted in American 

Banker, adopting the methods and goals developed there. Through CMCP, 

executives argued, Chase would forge new relationships with small retailers, 

while helping those merchants compete with credit-granting department 

stores. As Rockefeller recalled, “Our studies strongly indicated that there was 

a ready market for this type of credit-card service, designed to give customers 

of smaller retail establishments credit facilities comparable to those of major 

department stores.” Advertising to retailers, Chase emphasized that “the 

merchant is able to improve his competitive position” by offering “a modern 

charge account service.” Chase also followed the charge account bankers’ 

model when courting consumers, promoting the CMCP as a boon to middle-

class, female-led, family shopping. In a typical ad from April 1959, “One 

woman tells another . . . the Chase Manhattan Bank Charge Plan is the 
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smartest way to shop!” Spring shopping, back-to-school shopping, Christ-

mas shopping, the CMCP was the “convenient, modern way to shop” for all 

seasons. In an arrangement familiar to charge account bankers, while 

women did the shopping, husbands got the credit. CMCP made “back-

to-school shopping a pleasure!” for a mother of four; the card she used be-

longed to “Jonathan Q. Public,” not Jane.17

The Chase executives soon learned that the strategies medium-sized banks 

pioneered in towns and suburban communities proved less successful for a 

massive bank in a major city. Chase struggled to develop successful merchant 

or consumer recruitment strategies, and with them sufficient volume to gen-

erate reliable profits. Merchants were lukewarm to the plan. Large retailers 

with existing credit programs refused to join CMCP, and small merchants 

complained about the 6 percent merchant discount. CMCP also alienated 

Chase’s existing business customers, like department stores, which viewed 

CMCP as a competitive threat. By mid-1961, an internal report found that 

CMCP had produced only $2.5 million in new deposit accounts, or $379 per 

merchant. The bank struggled to recruit creditworthy cardholders. Because 

Chase executives used CMCP to establish relationships with merchants, they 

could not immediately tap into merchants’ relationships with their custom-

ers. Instead, Chase ran newspaper ads and mailed applications to existing 

checking account customers. The bank required potential cardholders to sub-

mit a credit application. Executives tried to be diligent: they rejected half the 

consumers who applied. Nevertheless, Chase’s mail-order credit screenings 

lacked the intimate formality of department store and smaller bank card 

plans. Instead of securing the personal recommendation of a participating 

merchant or sitting for a credit interview at the bank—methods that added 

social weight to consumers’ credit responsibility—consumers applied 

through the mail. Fraud became a significant and mounting problem. The 

bank’s blacklist of cards reached seventeen pages.18

As Chase executives struggled to identify promotion strategies that would 

yield adequate transaction volume, they also refused to charge prices that 

would produce adequate revenue. Chase initially charged CMCP cardhold-

ers 1 percent per month on their outstanding balances (12 percent annually). 

Even with CMCP’s high merchant discount, these rates proved too low. Un-

der New York law, the bank could have charged up to 1.5 percent (18 percent 

annually) on most balances, but executives ruled out raising rates. “When we 
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evaluated this service in the context of our over-all banking activity,” Rocke-

feller recalled, “we simply could not see ourselves charging customers 18 per 

cent—even though the servicing costs fully justified the charge.” Chase spe-

cialized in safe business lending, where 18 percent interest was unthinkable. 

In 1960 Chase earned just 4.5 percent interest on its entire loan portfolio, up 

from 4.05 percent in 1959. Further, politicians like Paul Douglas were mobi-

lizing against high consumer credit prices, and Chase executives worried 

that charging consumers 18 percent would draw unwanted political atten-

tion. Finally, Chase’s internal accounting rules allocated more expenses to 

the CMCP than was common at other banks, while executives balked at re-

tooling their billing machinery to tabulate higher rates. In November 1961, 

the bank’s federal examiners found that CMCP had lost between $4 and $5 

million in three years of operation. Executives were not encouraged.19

Unlike Chase, Bank of America was fundamentally a consumer bank, 

built to sustain founder A. P. Giannini’s famed commitment to help “the 

little fellow.” That help came through a far-reaching branch network 

and through the bank’s savvy embrace of postwar federal lending programs. 

California did not restrict branch banking, and when it launched its 

BankAmericard program in November 1958, Bank of America had 638 

offices across the rapidly growing state. These offices generated 7 million 

individual deposit accounts, or 486 accounts for every 1,000 residents of 

California. Bank executives channeled household savings back into con-

sumer lending. In contrast to Chase, Bank of America made just under 40 

percent of its loans to businesses. Instead, more than 20 percent of the 

bank’s lending supported consumer installment purchasing. The bank in-

vested another 40 percent in real estate, primarily home mortgages, com-

pared with just 4.5 percent at Chase. Fully a quarter of Bank of America’s 

loans were “guaranteed or insured by the United States Government or its 

agencies” through programs like FHA and VA mortgage guarantees and 

FHA home improvement loans.20

Government lending programs provided guaranteed profits for Bank of 

America, and they also required executives to manage millions of consumer 

loan accounts across a large and diverse state. The principal challenge of 

lending to “the little fellow” remained the high costs of administering small 

loans. In the 1950s, Bank of America executives blended their past focus on 

consumer services with a future-oriented commitment to new technologies 
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that would make small transactions more efficient and less expensive. The 

bank invested heavily in large mainframe computers. In 1955, it unveiled 

Electronic Recording Machine, Accounting (ERMA), an electronic check-

processing system. Engineers also developed installment and real estate loan 

software that ran on IBM machines. Experience with these new systems con-

vinced top management that the right mix of technology could make credit 

cards a profitable service. Bank executives had considered starting a charge 

account banking plan in 1953, when the first boom was at its peak, but held 

off fearing they did not yet know how to make a card plan work. By 1956, 

executives were ready to move forward with serious planning.21

Bank of America’s consumer-focused, technologically-driven culture led 

executives to reorient their charge account plan from merchants—where 

Chase and the charge account banking pioneers were focused—to consum-

ers. By shifting their perspective, executives fundamentally changed how 

they understood the business problems associated with card plans, reshap-

ing in turn the subsequent strategies they adopted to overcome them. Head-

ing this effort was Joseph P. Williams, who led the bank’s Consumer 

Research Service Department. Williams ardently embraced Bank of Ameri-

ca’s consumerist philosophy. In the 1940s, he drove across the country to 

seek a job at the bank (no small feat before the construction of the interstate 

highway system). Williams propelled the development of what would be-

come the BankAmericard as a consumer-focused product—not primarily a 

means of offering charge account services to merchants, but a way to sell 

revolving credit to consumers.22

From the outset, bank executives imagined the BankAmericard as a vehi-

cle for consumer lending, and they established an 18 percent interest rate on 

revolving credit balances. At the time, just over half of charge account banks 

offered revolving credit, and few—if any—charged 18 percent.23 California, 

unlike New York, did not regulate interest on revolving accounts. Bank of 

America executives, unlike their counterparts at Chase, had no qualms about 

charging a price that would make the BankAmericard profitable. And con-

sumers were paying these rates already. Williams simply copied the prices 

that retail firms, specifically Sears and Mobil Oil, were charging. On the 

other side of the card transaction, Bank of America followed Chase and the 

other charge account banks by charging merchants 6 percent on each card 

purchase but found merchants resistant to this high fee. To meet merchant 
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concerns, Bank of America lowered its discount and introduced graduated 

rate reductions based on a merchant’s monthly charge volume. And unlike 

other banks, which often negotiated discounts privately with individual mer-

chants, Bank of America provided clear tables and pricing transparency. The 

bank thus streamlined merchant enrollment and likely made merchant dis-

counts easier for their computer systems to process.24

Bank of America executives also revolutionized consumer and merchant 

recruitment. Instead of relying on merchants to recommend creditworthy 

cardholders, Bank of America launched its program by mailing out millions 

of unsolicited cards directly to bank customers. Such direct consumer mar-

keting was anathema to charge account bankers. In their view, banks de-

signed card plans to serve merchants; merchants, in turn, promoted bank 

card plans. “Once you have your merchant signed your work is only begin-

ning,” Charge Account Bankers Association president Charles Landrain ob-

served at a banking conference in November 1958. “From that time on . . . 

you have to roll up your sleeves to keep your merchant under control and 

producing.” Charge account bankers understood that they needed to recruit 

enough consumers and merchants to make participation worthwhile for 

each group. They had resolved to make merchants the vector of the process 

and to accept a slow buildup of creditworthy cardholders. Bank of America 

executives inverted the prevailing logic: instead of using merchants to recruit 

consumers, the bank used consumers to draw in merchants. Executives 

made unsolicited cards the center of this bold and risky strategy. “It would 

be impossible to start a major program with a small amount of cards,” a 

BankAmericard spokesman explained to Women’s Wear Daily, “ ‘because 

it would be impossible to interest merchants.’ ” Card-carrying consumers 

would pull merchants in.25

The unsolicited mailing of cards went against the experience and inclina-

tion of the commercial banking industry. It was, American Banker editor Otto 

Lorenz declared, “Mistake No. 1.” Williams, however, believed the bank could 

build adequate volume and sustain the new credit program only by putting 

cards into consumer hands. Lorenz, reflecting the experience of small and 

mid-sized banks, understood consumer credit as rooted in communities, 

embedded in social relations. Williams and his team did not abandon social 

embeddedness entirely. Although Bank of America dispensed with mer-

chant recommendations and in-person credit checks, in its early campaigns 
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the bank sent cards only to established customers. Bank of America built its 

program on a vast infrastructure of bank branches, which connected the 

BankAmericard to local communities. Williams, who had no direct lending 

experience himself, believed that the bank’s community presence would en-

sure that customers used their cards properly and paid their debts promptly. 

There was no need to plumb the depths of cardholders’ souls before giving 

them cards, no need to subject them to the steely-eyed stare of a bank credit 

manager. Odds were, if they were already Bank of America customers, they 

would use their cards properly.26

Because the bank had branches across California, Williams and his team 

had the luxury of testing the waters before fully committing to the plan. Ex-

ecutives chose to unveil the BankAmericard in Fresno, then a city of 130,000 

midway between Los Angeles and San Francisco, where Bank of America 

controlled 45 percent of the banking market. If the plan flopped, bankers 

hoped, no one in San Francisco or Los Angeles would notice. In late 1958, 

the bank enlisted over 300 community retailers before mailing credit cards 

to every bank customer in the area, nearly 60,000 in all. Williams dubbed 

the experiment “the drop.” To inform consumers where they could use their 

new BankAmericards—and to demonstrate to merchants that their compet-

itors had already enrolled in the plan—the bank ran full-page ads, listing all 

participating merchants, in the Fresno Bee. Initially, the mass-mailing ap-

proach had the desired effect. Facing competitive pressure and the knowl-

edge that half their customers now had BankAmericards, merchant 

enrollments tripled over the next five months.27

The BankAmericards mailed in September 1958 presented Fresno con-

sumers with another innovation: the cards were made of plastic. Before then, 

payment cards were either metal, integrating with mechanical information 

systems popular with service stations and department stores, or paper, requir-

ing clerks to record account information by hand. Bank of America, working 

with the small technology firm Dashew Business Machines (DBM), pioneered 

plastic credit cards. Founded by entrepreneur Stanley A. Dashew in 1951, 

DBM primarily contracted with the U.S. Navy and was one of California’s 

many technology firms weaned on the military industrial complex. DBM spe-

cialized in card-embossing equipment, which the Navy used to keep track of 

spare parts. By his own recollection, Dashew saw the expanding card industry 

as a potential application of his firm’s technology. The Databosser, DBM’s 



 profits squeeze  75

flagship product, could read and transcribe information directly from IBM 

punch cards used by both the Navy and big banks, at a speed unmatched by 

its competitors. That DBM’s Databosser could churn out 1,000 cards in an 

hour would have meant little to BankAmericard recipients. But the new plas-

tic cards fit seamlessly into the era’s prevailing feeling of boundless techno-

logical progress. “The citizens of Fresno gather[ed] around the checkout 

counter to watch someone pay with a BankAmericard,” business writer Jo-

seph Nocera observed. “This was the 1950s . . . a time of wonder at the mi-

raculous march of progress. The BankAmericard was part of that march.”28

Based on the promising results in Fresno and rumors that competitors 

were planning to launch plans in other key California markets, Bank of 

America’s managing committee moved to rapidly implement the program 

on a statewide basis. The bank rolled out the BankAmericard in Sacramento, 

San Francisco, and Los Angeles in early 1959. By the end of the year, the 

bank announced, “Nearly two million California families hold our BankA-

mericard, which is honored by more than 25,000 merchants and profes-

sional members.”29 This bold pronouncement proved premature. Bank of 

America soon revised down its tally of cardholders—counting not simply 

households to which the bank had mailed cards but those actually using 

them.

Indeed, Bank of America’s computerized credit future did not materialize 

quite as planned. While Williams’s mass-distribution strategy succeeded in 

recruiting cardholders and merchants, it also invited criticism from consum-

ers who were less eager to accept the bank’s new plastic liabilities. In early 

1960, Consumer Reports magazine joined a growing chorus critical of the 

BankAmericard, “which appears to lead in the sales-persuasion chants in 

praise of debt.” Bankers also critiqued unsolicited card mailing. Charge Ac-

count Bankers Association president Charles Landrain mocked Bank of 

America: “It is agreed by most operators that broadcasting credit cards to the 

public is a waste of money.” In Bank of America’s offices, executives saw that 

Landrain had a point. Aggressive marketing came at the price of delinquency 

and fraud. Williams expected an initial delinquency rate of 4 percent; the 

actual rate was close to 20 percent. “The degree of credit checking we did 

was somewhat limited by the urgency to get the card out on the wide basis,” 

a BankAmericard spokesman later explained. “We had to move fast.” More-

over, like Chase, the bank failed to sign up large retailers who already had 
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credit departments, who disdained the bank’s high discount, and who feared 

the loss of their customer base—objections which denied Bank of America 

access to key sites of high dollar consumption. The bank reported nearly $9 

million in BankAmericard losses for 1960 alone.30

Nevertheless, Bank of America’s top management remained committed to 

the card and with it a future defined by convenient credit. At the end of 1959, 

Williams left the bank. The card plan’s losses, he realized, would be an indel-

ible mark on his career. After Williams’s departure, top management trans-

ferred the BankAmericard to the bank’s installment lending division. For a 

time, Bank of America stopped mailing unsolicited credit cards and focused 

on weeding out unprofitable accounts. Meanwhile, the bank’s very public 

losses scared away competitors. Bank of America maintained a virtual mo-

nopoly over the bank card business in California into the mid-1960s, en-

abling bank executives to identify and overcome organizational and 

technological challenges and to achieve steady profitability.31

Chase suffered similarly but lacked Bank of America’s commitment. The 

New York bank was initially unable to recruit large retailers and experienced 

greater than anticipated expenses from equipment, personnel, account delin-

quencies, and the cost of funds. Consistent with its retailer focus, Chase low-

ered merchant discount rates to bring in more retailers and generate more 

volume, which further eroded income, especially because the bank’s execu-

tives refused to consider raising consumer interest rates. Importantly, John J. 

McCloy, the chairman who had pushed Chase National into retail banking 

through the Manhattan Company merger and who had been a strong sup-

porter of the CMCP, retired in 1960. He was replaced by George Champion, 

a Chase National veteran and lifelong commercial banker. Champion, ac-

cording to David Rockefeller, had “worked hard to make Chase the country’s 

foremost wholesale domestic bank, catering primarily to large U.S. corpora-

tions.” After an internal audit of the program, Champion decided that CMCP 

was a poor bet to produce significant future earnings. Chase ultimately sold 

CMCP to Uni-Serv, a company Joseph Williams founded after leaving Bank 

of America in order to have another crack at the card business.32

The early charge account programs found success and profits by developing 

through established community relationships and operating at a scale that 

was manageable for small bank executives. Following Otto Lorenz’s advice, 
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they were frugal with equipment and personnel. They used their card pro-

grams to expand their merchant customer base, slowly warming to profiting 

from consumer lending. Charge account banking, nestled in the political 

economy of small finance and nurtured by a community of like-minded pio-

neers, had—and retained—forward momentum. Yet for Chase and Bank of 

America, the stakes and the scale of the challenges were dramatically larger. 

By the early 1960s, Chase remained committed to a future that looked much 

like its past, lending wholesale to large corporate clients. Its executives were 

not patient enough to allow their plan to develop slowly and not adventurous 

enough to take an aggressive risk on consumer banking. Bank of America 

executives also followed a path defined by the bank’s corporate culture, but it 

had a longstanding commitment to consumer lending, bolstered by the New 

Deal’s federal loan guarantees. The bank’s commitment to consumer lend-

ing, in conjunction with its statewide reach, led executives to make sustained 

investments in information technology. Despite experiencing higher initial 

losses than Chase, Bank of America executives stuck with their card, reach-

ing profitability by 1962 and maintaining it through the decade.

The very visible struggles of both firms caused other banks to steer clear 

of charge account banking for nearly a decade. For their part, charge account 

bankers continued to pursue steady, incremental growth, overshadowed by 

their giant competitors and the flashy travel cards developed by Diners Club 

and American Express. Charge account bankers lost their most vocal advo-

cate in January 1960, when Lorenz died following a long “wasting illness.” 

Without his leadership and enthusiasm, American Banker discontinued its 

charge account coverage. Although many of the charge account pioneers re-

mained active in the card market, the eventual profitability of Bank of Amer-

ica’s consumer model, in line with a wider eclipse of antimonopoly politics 

by consumer politics in the 1960s, propelled bankers to follow its lead.33

Bankers developed early credit card programs within the social and political 

framework of the New Deal regulatory order before turning cards into a techno-

logical weapon against that system. Put another way, bankers’ use of financial 

technology to innovate around the rules was an incremental process, one that 

required them to fit the technology within the existing social and political struc-

ture. Charge account bankers understood cards as an organic outgrowth of 

their relationships with retail firms, which shaped both the business strategies 

they developed and the antimonopoly narrative they promoted. Charge 
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accounts, as a business service for merchants, slotted in commercial banking’s 

regulated silo. The programs, geographically circumscribed and inexpensive 

for consumers, matched the spirit of financial federalism and price controls. 

Regulatory negotiations—over charge-offs and revolving credit—unfolded at 

the margins. For Bank of America, charge accounts followed from the bank’s 

entwined commitments to information technology and consumer lending. By 

developing the BankAmericard on a statewide basis and charging consumers 

18 percent interest, executives pressed against the spirit of geographic restric-

tions and price ceilings. In this, California’s distinct rules shaped Bank of 

America’s strategy. The bank’s experience, in turn, prefigured later approaches 

used to affirmatively challenge both financial federalism’s geographic restric-

tions and price controls in more restrictive states. Chase, for its part, lacked the 

internal resources or compelling future vision to sustain card-based innovation.

Ultimately, the 1950s were a seedbed for dynamic changes that reshaped 

the industry in later years. Some of this dynamism, like the accelerating in-

vestment in information technology, aligned with immediate regulatory 

goals while encouraging financial concentration in the long run. Informa-

tion technology made banks more efficient and helped bankers reduce the 

mounting costs of processing financial transactions. Big banks could invest 

in mainframe computers and other back-office technology. Small banks 

could not. Economies of scale and scope worked against the political econ-

omy of small finance. In other areas, bankers pressed more directly against 

the regulatory boundaries or sought to escape the New Deal system alto-

gether. Large banks expanded abroad into less or differently regulated for-

eign markets, achieving growth overseas that Congress would not allow at 

home. They also developed ways of circumventing federal price controls on 

deposit rates by borrowing in financial markets. The regulatory order struc-

tured all these strategies, which, like charge account banking, reflected ef-

forts to grow at the margin of the rules. Moreover, a rising cohort of bankers, 

not chastened by the Depression years, were increasingly not satisfied to in-

novate at the margins. They wanted to be entrepreneurs, not mere custodi-

ans. They wanted to tear down the rules altogether. Political stasis fed a rising 

tension, building competitive pressures that soon would pop.
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Self-Fulfilling Prophecy

Following the strategy pioneered by Bank of America, from 1966 to 1970 

bankers flooded American mailboxes with tens of millions of unsolicited 

credit cards. They did so, they argued, because they had no other choice. “In 

the competitive climate that exists, if we had depended upon applications 

alone our plan could not have been launched successfully,” David M. Ken-

nedy, chairman of Continental Illinois Bank in Chicago, explained to share-

holders in January 1967. “There never was any possibility that we could have 

proceeded at a more leisurely pace.” For the next four years—until Congress 

banned unsolicited card mailing in October 1970—bankers repeated ver-

sions of Kennedy’s argument. Mass mailing was simply the only way to 

launch a successful bank card program. In one sense, bankers spun their 

self-fulfilling prophesy out of hopeful visions of the future. Most states did 

not yet regulate the price of credit card lending. Bankers increasingly saw 

consumer markets as the key to growth and profits, an emphasis steadily 

ingrained by the profits squeeze of the 1950s and increasing financial turbu-

lence in the 1960s. At this pivotal moment, card technology captured the 

industry’s imagination. If managed properly, bankers believed, cards would 

not only produce profits on their own but would also create lucrative and 

long-lasting consumer banking relationships. Further, bankers saw cards as 

a logical step toward the industry’s technological future, where computers 

and data processing would expand the range of bank services and drive down 
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Pocketbook Politics

In January 1968, a new credit disclosure law went into effect in Washing-

ton State and quickly unsettled the local politics of retail credit. The law re-

quired lenders to publish consumer interest rates in simple, annual terms. 

For retail and bank card issuers, the change was sharp. Instead of telling con-

sumers they were paying only 1.5 percent a month on their revolving credit 

accounts, these firms now had to advertise rates of 18 percent a year. Although 

technically identical, interest calculated on an annual basis looked much 

more expensive. Consumer groups responded immediately. The Washington 

State Labor Council, the umbrella organization for the state’s labor unions, 

collected over 100,000 signatures for a ballot measure to restrict credit card 

and installment interest rates to 12 percent a year. In November 1968, the 

initiative succeeded by a wide margin. As the president of the Labor Council 

explained afterward, “The campaign brought home to the consumer for the 

first time the fact he was actually paying 18 percent.” Once consumers under-

stood the full cost of convenient credit, they organized and used state-level 

regulation to curtail credit prices.1

Washington State was at the head of a national wave of political mobiliza-

tion aimed at expensive consumer credit. Large retailers, for example, Sears 

and J. C. Penney, had heavily promoted card-based revolving credit during the 

postwar years. Bankers joined this effort slowly in the 1950s, then suddenly in 

the 1960s, cementing expectations of convenient retail credit as foundational 
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to middle-class purchasing power. Revolving credit, however, remained more 

expensive than other forms of consumer lending. It also remained unregu-

lated, situated outside state-level price controls that restrained other borrow-

ing costs within the New Deal’s place-based social contract. For consumer and 

labor groups, especially the National Consumers League and the AFL-CIO, 

expensive credit contradicted the postwar promise of low-cost, widely avail-

able borrowing. They resolved to fight. They did so at an important moment 

for the consumer-labor coalition, which had pursued a purchasing power 

agenda of high wages and fair prices since the New Deal. Persistent postwar 

inflation strained this alliance, especially as union wage demands seemed to 

drive up the cost of consumer goods. Consumer groups, meanwhile, became 

more concerned with securing protection from harm—caused by unsafe 

products or environmental degradation—than fixing prices. Nevertheless, 

these groups continued to find common cause in the struggle over expensive 

credit. Together, and in concert with state officials, they worked to secure state 

regulation of credit card interest rates, joining the continuous negotiations 

between government officials and industry groups over the state rules that 

comprised the New Deal regulatory order.2

Consumer and labor groups pursued rate regulation in opposition to 

stakeholders who argued that competitive markets, not restrictive state laws, 

should set the price of credit. Senator Paul H. Douglas, a liberal Democrat, 

stood firmly against state rate ceilings. Douglas authored the federal Truth-

in-Lending Act (1968), which—like the Washington State law—mandated 

uniform credit price disclosure. Douglas shared consumers’ and labor’s de-

sire for low-cost credit. With price disclosure, he believed competitive mar-

kets would provide it more effectively than price controls. As a regulatory 

strategy, disclosure offered more flexibility than the New Deal’s blunt prod-

uct and price restrictions, relying on informed, free-contracting consumers 

to make credit markets work more efficiently. Douglas’s federal Truth-in-

Lending Act, in turn, created a pathway for state-level regulatory reform. The 

law allowed states with equivalent disclosure rules to seek exemption from 

federal regulations in order to maintain state control of local financial rules. 

Federalist-minded legal reformers took the state exemption clause as an in-

vitation to rationalize what one called the “crazy-quilt pattern” of state-level 

credit regulations. In 1968, the National Conference of Commissioners on 

Uniform State Laws (NCC) published the Uniform Consumer Credit Code 
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(UCCC), a model state law designed to match Truth-in-Lending’s disclosure 

provisions, to simplify and standardize state credit regulations and to pro-

mote competition in consumer credit markets. NCC members then cam-

paigned to secure the UCCC’s adoption, with the aim of replacing restrictive 

state price controls with competitive markets. “If the market is competitive,” 

they argued, “rates will find their own level without regard to the ceiling”—a 

level in the best interests of consumers.3

Douglas and the NCC staff developed their reform arguments to address 

new political demands on the postwar financial system. In the mid-1960s, 

Lyndon Johnson’s Great Society and War on Poverty initiatives drew attention 

to the continued exclusion of poor and minority Americans from postwar 

abundance. Civil rights advocates shifted their attention from political rights 

to economic inequality. During major urban uprisings, Black protesters tar-

geted retailers who employed exploitative credit practices—what legal scholar 

Mehrsa Baradaran calls “Jim Crow credit.” Poor Americans, Black and white, 

demanded access to the low-cost, convenient credit enjoyed by privileged 

white households. Lenders, however, expected to charge higher prices to bor-

rowers they perceived as riskier. Including low-income households meant 

raising or eliminating state rate limits, the UCCC drafters argued, “to permit 

most credit-worthy consumers to have access to the legitimate consumer 

credit market.” Consumer and labor groups rejected this argument. They 

expressed sympathy with poor and Black borrowers. Yet in the debates over 

Truth-in-Lending and the UCCC, consumers fought to maintain the privi-

leged credit economy, protecting themselves from high credit costs and dan-

gerous levels of debt. Consumer and labor groups recognized that imposing 

low price ceilings would shrink consumer credit markets, ensuring credit 

access for only the most creditworthy. They accepted that tradeoff.4

Political conflict over credit prices began before bankers surged into the 

credit card market and continued as banks rained millions of cards down on 

suburban households. Bankers had entered the card market because revolv-

ing credit was not yet regulated. They joined retailers in the fight against 

price caps; when regulation became inevitable, bankers lobbied for higher 

statutory rates. Truth-in-Lending, and the state rate regulations that followed, 

decisively structured the bank card industry, creating distinct markets, state 

by state, subject to continuous negotiation and renegotiation among compet-

ing interest groups. In the short run, new rules hemmed in the profitability 
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of bank card plans. In the long run, distinct state rules created advantages for 

some banks over others, opening space to undermine the system altogether.

Truth-in-Lending

The Truth-in-Lending Act grew from long-building momentum for con-

sumer credit reform. Since the 1940s, prominent policymakers, among 

them Marriner Eccles, chairman of the Federal Reserve, had worried that 

fluctuations in consumer lending could upset stable economic management 

of the postwar economy. The rapid growth of consumer credit through the 

1950s, interrupted by the recession of 1957 and 1958—which some econo-

mists attributed to declines in credit purchasing—provided further evidence 

of the disruptive consequences of unchecked consumer borrowing. For the 

public, newspaper and mass-market magazine articles expounded credit’s 

virtues and its vices, which the readers encountered alongside advertise-

ments that displayed the glowing wonders of credit purchasing. All the 

while, consumer advocates, legal reformers, and social critics amassed evi-

dence that the credit economy was not meeting the needs of many consum-

ers, that it instead perpetuated social, economic, and racial inequalities 

which mass prosperity supposedly erased. Calls for reform sounded from 

many corners of postwar society and grew louder over time.5

Nationwide momentum for consumer credit reform coalesced around 

Douglas’s Truth-in-Lending Act. In January 1960, Douglas introduced legis-

lation requiring creditors to publish credit prices as simple, annual interest 

rates. Douglas, a former University of Chicago economist, had been mulling 

mandatory rate disclosure since serving in the New Deal’s National Recovery 

Administration. Through his high-profile leadership of Congress’s Joint 

Economic Committee in the postwar years, Douglas became a prominent 

liberal voice on federal economic policy. For Douglas, Truth-in-Lending com-

bined two interrelated goals. First, market competition would lower con-

sumer prices and increase employment. Truth-in-Lending, by “facilitating 

more informed bargaining between customer and creditor,” aligned with his 

pro-competitive, purchasing power agenda. Second, Douglas also argued 

that rate disclosure would improve federal economic management and 

support Democratic social priorities. If price-conscious consumers knew 

the true cost of credit, they would slow credit purchasing when the Fed, in 
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response to an overheating economy, raised market interest rates and made 

credit more expensive. Likewise, consumers would increase credit purchases 

when the Fed, in response to a cooling economy, lowered rates and made 

credit cheaper. Privately, Douglas recognized that by requiring lenders to 

publish credit prices as annual, and thus higher-seeming, rates, Truth-in-

Lending would dampen overall consumer credit demand. Lenders would 

then reallocate credit toward Democratic priorities like small business, hous-

ing, and municipal borrowing.6

Faced with powerful and nearly unanimous creditor opposition, Douglas 

knew he could not sell credit disclosure as competition policy and macroeco-

nomic management. Refining his pitch in 1961 and 1962, Douglas prioritized 

combatting deceptive credit practices, a subtle pivot with transformative im-

plications. In Douglas’s hands, Truth-in-Lending became a vehicle for reori-

enting Democratic consumer politics from provision to protection—merging 

the New Deal’s pocketbook politics of fair prices with an emerging consumer 

politics of protection in the marketplace. Through legislative hearings and 

grassroots organizing, Douglas used Truth-in-Lending to develop a new con-

sumer constituency, adopting the mantle of consumer protection that would, 

over the next decade, transform American economic policymaking.7

The movement scholars now call third-wave consumerism was not Doug-

las’s creation alone: by the mid-1960s an emerging cohort of activists, law-

yers, and lawmakers swelled to the consumer cause. Privileged white 

Americans enjoyed unprecedented abundance in the postwar years. With that 

abundance came high expectations about product quality and safety. When 

markets failed to meet these expectations, consumers organized and turned 

to government. Douglas recognized the budding consumer movement earlier 

than most Democrats. As he pursued Truth-in-Lending, he foregrounded 

consumer protection to appeal to affluent, suburban voters. “Passage is ex-

tremely important not only for itself,” Douglas explained as he lobbied Presi-

dent Kennedy to continue supporting the legislation in December 1962, “but 

because of the real problem we Democrats face in the suburbs which are 

growing and which tend to be Republican.” Although Truth-in-Lending de-

bates eventually encompassed the kinds of deceptive practices that plagued 

poor and minority borrowers, Douglas initially aimed at mainstream credit 

markets. In doing so, he lit an organizing beacon for a new branch of liberal 

politics. Kennedy, who had endorsed Truth-in-Lending in his “Message to 
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Consumers” in March 1962, appeared to share this vision. So did Lyndon 

Johnson, who continued the commitment after Kennedy’s death, both pub-

licly and through plodding, behind-the-scenes policy work as the legislation 

stalled, shuddered, and then, in 1968, almost suddenly succeed.8

Truth-in-Lending induced a grinding, gouging legislative fight, one in 

which the new consumer politics—although decisive for final passage—

initially proved a sideline to the main issue. By promising to bring consumer 

credit under permanent federal oversight, Truth-in-Lending threatened the 

prevailing division of federal and state authority. Traditions of localized fi-

nance undergirded a broad consensus that states should regulate the terms 

and price of credit. Within this framework, segregationist Southern Demo-

crats, amid their scorched-earth battle against 1964 Civil Rights and 1965 

Voting Rights Acts, vigorously resisted any federal intrusion on state preroga-

tives. Preserving state authority was not only about preserving Jim Crow, how-

ever. For a wider audience, including legal reformers, state-level officials, and 

even consumer and labor groups, federalism remained foundational to Amer-

ican democratic governance and the place-based social contract, ensuring that 

credit rules reflected local conditions and responded to local interests.9

Federalism’s supporters nevertheless recognized that state-level consumer 

credit regulation needed simplification and revision. When lawmakers and 

legal reformers surveyed the state regulatory landscape, they found local 

credit rules that were, as one legal scholar observed, “poorly-organized, sub-

ject to redundancies, and unnecessarily complex.” Methods for calculating, 

disclosing, and restricting interest varied substantially within and among 

states. To be specific, in 1965 almost every state maintained a general usury 

limit, a restriction on the maximum rate lenders could charge on loans of 

money, usually between 6 and 12 percent annually. General limits originated 

in the nineteenth century, and state legislatures often updated them to re-

flect evolving conditions. States also managed a host of exemptions to the 

general limit. Beginning in the 1910s, states enacted small loan laws, en-

abling lenders to charge higher rates to risky urban borrowers. Credit unions, 

industrial loan companies, commercial banks, and even pawnbrokers gradu-

ally sought exemptions to legitimately enter consumer markets. States 

obliged, often codifying the innovative practices such lenders had used to 

circumvent existing rules. Legislatures also enacted laws governing install-

ment sales—first auto loans and then retail installment credit. Installment 
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loans had traditionally been exempted from usury limits under the “time-

price doctrine,” a legal distinction between lending money and selling goods 

over time—one which revolving credit issuers still clung to. In all, by the 

mid-1960s each state’s consumer credit laws reflected specific, layered re-

sponses to changing market practices, constituted through legislation and 

legal interpretation and constantly negotiated to balance creditor and debtor 

interests.10

For legal observers who sought consistency, uniformity, and predictability, 

the multiplicity of regulations made it difficult to address “the consumer-credit 

problem as a total process.” More directly, caked-on local law impeded consum-

ers’ ability to make informed credit decisions, costing them money. States’ sub-

division of usury exemptions by industry, and the further division between 

loans of money and retail credit, meant that states regulated substantially simi-

lar forms of lending in different ways. Lenders calculated some rates, like those 

for small loans and revolving credit, monthly instead of annually. In other trans-

actions, lenders charged add-on rates and discounts that made credit prices 

seem lower than they were in fact. A charge of $6 in interest on a $100 install-

ment loan looked like a 6 percent annual rate but was actually 12 percent.11 

Consumers also paid extra for credit investigation or life insurance, non-inter-

est costs that increased the overall price of credit. In many transactions, no rates 

were quoted at all. Rates did not have to be intentionally deceptive to be unintel-

ligible. During the exhaustive Truth-in-Lending hearings, supporters and op-

ponents used complexity to justify their cause: supporters to show the need for 

simple annual rates, opponents to show that such rates were impossible to 

compute. Ultimately, although state usury laws should have established clear 

lines between legal and illegal lending, the Truth-in-Lending debates demon-

strated that lenders often benefited from the profusion of local rules.12

Uniform credit disclosure would cast bright light into the dark corners of 

this system without, Douglas continuously insisted, interfering with state au-

thority to regulate credit terms and prices. “The purpose,” Douglas claimed, 

“is to require that the American consumer be given the truth, the whole 

truth, and nothing but the truth, about the interest rates and finance charges.” 

Douglas did not, he assured his colleagues, intend “to control credit” or “to 

preempt State authority over the level of rates and charges.” Instead, he 

wished to “invigorate competition in the consumer credit market by requir-

ing a return to price competition.” Through the nearly decade-long fight over 
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Truth-in-Lending, Douglas remained stubbornly consistent. He refused to 

modify his demand for uniform annual disclosure of all consumer credit 

prices. He also resisted more transformative proposals, like direct federal 

credit controls and national usury ceilings. By enabling consumers to police 

firm behavior in the market using standardized, comparable information, 

disclosure—in credit markets and across the broader arena of consumer pro-

tection policy—promised less intrusive government control of ostensibly pri-

vate economic activity. After Douglas lost his reelection bid in 1966, the bill’s 

new shepherd, William Proxmire (D-WI), continued to reassure lawmakers 

and lenders that, “the bill does not regulate credit. The bill does not tell lend-

ers how much they can charge. The bill contains no assumptions that credit 

is bad.”13

Despite their posturing, Douglas and Proxmire certainly recognized that 

Truth-in-Lending’s nationally uniform disclosure standards would impose 

nationally uniform methods of calculating interest rates and finance charges. 

Over time, these standards would compel states to address their byzantine 

usury laws once the disparities they created were spelled out in simple inter-

est. Douglas, the economist, hoped Truth-in-Lending would eliminate rate 

regulation in favor of pure market competition. State interest rate regimes, 

however, remained deeply entrenched, both as legal mechanisms for manag-

ing competition among different lending firms and as embodiments of so-

cial ideals about fair credit prices. Gradual change was more likely than 

dramatic reform.

As Douglas cultivated support for Truth-in-Lending, he faced intractable 

opposition from within the Senate Banking and Currency Committee, whose 

members squelched the bill through four successive Congresses. In com-

mittee hearings, Wallace Bennett (R-UT), whose family owned the largest 

department store in Salt Lake City, peppered witnesses with complicated 

credit scenarios to demonstrate the difficulties ordinary clerks would have 

computing uniform rates. Bennett’s tactics frustrated Douglas, but the more 

strident opposition came from the committee’s chairman, A. Willis Robert-

son (D-VA). Robertson, a fierce civil rights opponent, fought any expansion 

of federal authority. Writing Douglas in March 1964, after Douglas finally 

advanced his bill to the full Banking Committee and just as the Senate pre-

pared to debate the 1964 Civil Rights Act, Robertson laid out his objections 

in clear terms: “You are aware, of course, of my strong opposition to the bill. 
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I consider it unnecessary, because the States can regulate the disclosure of 

credit terms as well as they can regulate other matters relating to credit. . . . 

I consider it undesirable because I think this is a field which should be left to 

the States under the Constitution.” Still, Robertson agreed to allow the bill to 

come before the full committee, “with the expectation that . . . the bill will be 

rejected.” It was, by a single vote.14

Douglas and Robertson both failed to win reelection in November 1966, 

clearing the way for action on Truth-in-Lending. Favorable appointments to 

the Banking Committee in January 1967, followed by President Johnson’s 

strong endorsement in February, convinced observers that the bill was likely 

to succeed in the Ninetieth Congress. As the legislation advanced, however, 

new forces pressed in on the debate. In urban uprisings, Black Americans 

targeted exploitative lenders, vividly demonstrating the differences between 

the privileged credit of the suburbs and the exploitative credit of the inner 

city. Black demands for fair credit access flowed through legislative debates as 

the bill neared passage, as did the concerns of poor borrowers who likewise 

faced expensive and exploitative credit markets. Nevertheless, the adminis-

tration remained focused on protecting middle-class borrowers. Reflecting 

on Truth-in-Lending, an aide wrote Johnson in June 1966, “I think . . . you 

can pass about any bill you want [that] does not carry racial or religious impli-

cations.” As Johnson put his full support behind the law, he instructed staff 

he wanted “a bill and not an issue.” Ultimately, revolving credit prices, not 

racist lending practices, made the bill an issue.15

For credit-granting firms, Truth-in-Lending’s fresh start dictated a change 

in legislative strategy, from outright opposition to whittling down its most 

onerous provisions. The law posed a special threat to national retailers. Firms 

like J. C. Penney, Sears, and Montgomery Ward operated nationally uniform 

credit plans across diverse state regulatory environments. They relied on re-

volving credit to drive sales and generate profits. J. C. Penney provides a case 

in point. Before World War II, the firm grew by selling everyday necessities to 

working-class Americans for cash. The middle name of the founder, James C. 

Penney, was, improbably, “Cash.” As the postwar era progressed, however, the 

firm’s core customers became more prosperous and moved to the suburbs. 

J. C. Penney followed, and found that competitors there offered a broader 

array of goods, which they sold on credit. Credit increased sales, and retailers 

gradually transitioned from closed-end charge accounts that consumers 
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repaid every month to open-end revolving credit to keep consumers buying. 

Retailers also raised credit prices, from 1 percent per month to 1.5 percent to 

make their credit departments self-sufficient. J. C. Penney adopted revolving 

credit in the late 1950s, though James Cash Penney voted against it. By 1968, 

the firm sold $1.2 billion of goods on credit, 36.1 percent of its total sales on 

6.5 million accounts. At Sears, J. C. Penney’s larger rival, 9 million revolving 

credit users accounted for 31.3 percent of $8.2 billion in net sales. Although 

bank card mailing and travel card marketing made universal card plans in-

creasingly visible, in the 1960s retailers still dominated revolving credit.16

Before Truth-in-Lending, most states regulated installment credit but not 

revolving credit. Instead, retailers relied on a nineteenth-century legal dis-

tinction, the time-price doctrine, to shield their card plans from states’ gen-

eral usury laws. Federal courts defined usury as dealing only with money: “a 

loan and a taking of usurious interest, or the taking of more than legal inter-

est for the forbearance of a debt or sum of money due.” Such a transaction 

was distinct from a time-price sale, where a seller established different prices 

for an immediate cash sale and a sale made over time. In 1861, the Supreme 

Court formalized the rule as follows: “If A propose to sell to B a tract of land 

for $10,000 in cash, or for $20,000 payable in ten annual instalments, and 

if B prefers to pay the larger sum to gain time, the contract cannot be called 

usurious.” Here, the difference in price represented the time preferences of 

both parties, not a loan of money and not usury. Retailers, and later banks, 

extended this logic to their card plans. They argued revolving credit sales 

were likewise sales on time, not loans of money.17

The time-price doctrine proved a durable legal fiction, but it provided an 

unsteady foundation for billion-dollar credit plans. Large retailers, which op-

erated across heterogeneous state law environments, needed to maintain 

this distinction rooted in federal precedent. With uniform price disclosure, 

however, retailers recognized that their revolving credit plans would appear 

to consumers—and courts—as what they were: loans of money. Then, under 

the bill’s provisions, J. C. Penney would report its 1.5 percent monthly revolv-

ing credit rate as 18 percent annually. In states without a specific revolving 

credit exemption, such charges would look like egregious violations of 

local usury laws. As Truth-in-Lending gained momentum, large retailers 

lobbied vigorously to exclude revolving credit from the law’s disclosure 

provisions.
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Consumer and labor representatives, along with allied policymakers, 

fought to include revolving credit in Truth-in-Lending, predicting that what 

started as a small loophole would grow as retailers pushed consumers into 

unregulated revolving accounts. Organizing against the exclusion of revolv-

ing credit, National Consumers League representative Sarah Newman ar-

gued that “to give the fastest growing segment of consumer credit preferential 

treatment . . . would strike a blow at the very heart of the protection this leg-

islation should be extending.” Yet, to finally move the bill out of the Senate 

Banking Committee, Proxmire cut revolving credit regulation from the Sen-

ate version in 1967. Consumers objected and rallied in the House, where 

they found allies in financial industry groups opposed to giving retailers a 

regulatory advantage. Johnson administration staff convinced installment 

lenders and banks to support the bill with revolving credit included. With the 

administration’s support, House consumer advocates eliminated the revolv-

ing credit loophole, and the House passed the bill in February 1968. Johnson 

signed it into law on May 29, with the disclosure provisions set to take effect 

on July 1, 1969. “Had the financial community not fought the bill so bitterly, 

it would have been a milder one,” Douglas later boasted. “This thought may 

not yet have dawned upon them.”18

That the inclusion of revolving credit marked the finale of Truth-in-Lend-

ing’s legislative saga indicates the extent to which the law remained captive to 

its original suburban consumer politics. As the legislation moved through the 

House, liberal members, led by Missouri Congresswoman Leonor Sullivan, 

also tried to address abusive credit practices, such as wage garnishment, that 

disproportionately harmed poor and minority borrowers. Yet the Johnson ad-

ministration, focused on securing popular, middle-class legislation, opposed 

the House provisions. If Johnson supported garnishment limits, aides pre-

dicted, he would be criticized for “only sending up legislation that benefits the 

Negroes and the poor.” Opponents “may call it a ‘civil rights bill’ in disguise, 

one that rewards rioters,” aides observed. Middle-class voters, meanwhile, 

“would conclude that you are trying to bail out people who do not pay their 

debts.” Only after Truth-in-Lending proved secure did Proxmire convene hear-

ings on “the problem of obtaining adequate consumer credit in the ghettos.” 

The law also remained captive to financial federalism. The House version had 

contained an 18 percent national usury limit, which the conference committee 

firmly rejected. Although interest rates needed reform, consumer credit re-
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mained a matter for local regulation among state-level stakeholders. With dis-

closure, Douglas argued, usury limits were unnecessary and potentially 

harmful. Proxmire continued to support state rate caps to protect consumers 

and manage competition among financial firms. Ultimately, Truth-in-Lending 

generated state-level reform momentum not to eliminate usury limits but to 

strengthen them.19

Uniform Consumer Credit Code

When Paul Douglas drafted the Truth-in-Lending Act in the early 1960s, 

he intended the federal law to transform the nation’s consumer credit mar-

kets, but he also created a legal pathway for maintaining federalism’s role 

within the financial regulatory system. Douglas favored extending federal 

power directly to solve social and economic problems, especially in his advo-

cacy for civil rights legislation. He also recognized the value of state admin-

istrative power, particularly in finance, and he needed the support of 

conservative Democrats, who urged him not to extend federal regulation to 

states with adequate disclosure laws. Douglas’s draft bill, in addition to not 

intruding on state authority to regulate credit prices, exempted states with 

“substantially similar” disclosure laws from the Truth-in-Lending Act. Such 

states could continue to regulate financial activity within their borders and 

try consumer credit cases in state courts. Enforcement of consumer laws 

would then rely on state, not federal, precedents, preserving and strengthen-

ing local control over consumer credit markets.20

Douglas’s concession to local financial authority encouraged legal reform-

ers to address the tangle of state consumer credit law, moving beyond price 

disclosure to consider the full sweep of local credit regulation. The National 

Conference of Commissioners on Uniform State Laws undertook this proj-

ect. Founded in 1891, the NCC was (and is) composed of lawyers, judges, and 

law professors appointed by state governors to draft model legislation. By 

publishing model statutes and encouraging state legislatures to adopt them, 

the NCC promotes legal uniformity at the state level in place of—and in op-

position to—expanded federal regulation. By the 1960s, the organization 

had promulgated dozens of model laws, including the near-universally ad-

opted Uniform Commercial Code, which modernized and harmonized the 

law of commercial transactions. The Truth-in-Lending debate and Douglas’s 
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proposed state disclosure exemption convinced the NCC to take up state con-

sumer credit reform. In 1964, when Truth-in-Lending remained stalled in 

the Senate, the NCC formed a special committee (“credit committee”) to de-

velop a Uniform Consumer Credit Code (UCCC). New York attorney Alfred 

Buerger headed the group, which was staffed by financial industry lawyers 

and law professors with expertise in consumer credit regulation. The com-

mittee intended the UCCC to replace accreted state law with one statute, 

which balanced creditor and debtor interests to regulate the rates and terms 

of credit. The code went through several draft and comment stages before 

the NCC published the final version in early 1968. The drafters wanted the 

UCCC to be available for state legislatures to adopt before Truth-in-Lending 

went into effect on July 1, 1969.21

Like Douglas, the drafters of the UCCC hoped to encourage more robust 

competition in consumer credit markets. “The successful American way of 

permitting competition to determine prices . . . should also be allowed to ap-

ply to the pricing of money and credit,” declared the commissioners when 

they introduced the final version of the code. Toward this end, the UCCC of-

fered a system of credit regulation based on defined loan types—mortgage 

lending, auto loans, revolving credit, and time sales—rather than by type of 

lender, as state law usually did. The code then applied uniform interest rate 

limits to each lending category, rates that were substantially higher than 

those allowed in most states. The commissioners believed market rates 

would develop below the legal maximums as lenders competed and borrow-

ers shopped for low prices. High rate ceilings would protect marginal con-

sumers from “unconscionable” credit abuses. High rates also compensated 

lenders for consumer-friendly provisions of the code, like limitations on 

wage garnishment, that made offering credit riskier and more expensive. Fi-

nally, the UCCC invited competition by removing state-level barriers to entry 

that restricted participation in consumer lending markets.22

Although competition remained a potent symbol, industry representatives 

and consumers objected to the regulatory changes required to achieve it. Dur-

ing drafting, Buerger’s committee struggled to unite the politically divided 

credit industry. Lenders strongly favored competition in the abstract, but 

they jealously guarded the legal exemptions, loopholes, and niches created by 

their siloed credit markets. Retailers, for instance, objected to plans to elimi-

nate the time-price doctrine. They advocated instead for a separate “retail 
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credit code.” Commercial bankers adamantly opposed the “free entry” of less 

regulated competitors, which drafters included to promote rigorous price 

competition. Small loan companies, credit unions, and even encyclopedia 

sales firms all lodged industry-specific objections.23

The credit committee’s quest for competition shaped their strategy on 

what would become the fundamental battle surrounding the UCCC: the 

price of credit. At the beginning of its project, the committee recognized that 

“the rate structure in each state is more the result of a fought-out compro-

mise between competing political forces than the rational selection between 

alternative theories of rate regulation.” Commissioners described state inter-

est rate laws as “neurotic” and “highly haphazard.” As long as segments of 

the consumer credit industry were regulated separately within each state, 

they argued, rate limits would ensure profits for politically connected busi-

nesses rather than protect the public. The UCCC offered a radical simplifica-

tion: it proposed bringing all consumer credit transactions under the ambit 

of a single, unified, rational state law. Committee members recognized their 

plan would be controversial. “I am every bit as aware as anyone that so-called 

usury legislation involves political and emotional implications of great mag-

nitude,” committee member Walter Malcolm explained to his colleagues in 

1965, “but . . . we must first seek sound solutions and only secondarily con-

sider political feasibility.” Commissioners understood the fraught politics of 

rate regulation. In their high-minded ambition—and naiveté—they deter-

mined to eschew politics altogether.24

To establish uniform ceilings under which credit providers would com-

pete, the Buerger’s committee set the UCCC’s rates high. For revolving 

credit, the code allowed 24 percent interest on the first $500 and 18 percent 

on balances in excess of $500. These rates significantly exceeded what most 

retailers and banks charged on their credit card plans. Still, retailers and 

banks objected. With the time-price doctrine in place, most states did not 

regulate revolving credit at all. Citing recent state-level litigation, the com-

mittee argued that retailers’ sacred time-price doctrine would inevitably wilt 

under the bright lights of price disclosure. When it did, it would also under-

cut mushrooming bank card plans, which relied on the same legal fiction. 

“Banks are now rushing headlong into the credit card business,” Malcolm 

observed in August 1968. “If bank credit card operations are . . . loans, a 

charge of 18% per annum on credit card accounts will violate the law . . . in 
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40 states.” Anticipating consumer pushback, committee members insisted 

that market rates would develop below the code’s high ceilings as creditors 

competed on price. Many observers were not so sure. In a statement to the 

committee, New York City’s consumer affairs office expressed the widely 

held view that “the trend is for the legal maximum rate to become the final 

resting place for competition between creditors.” If state law established 

high rates, then consumers would pay high prices.25

The UCCC drafters were undeterred, for they had invested their project with 

deep moral purpose. With the War on Poverty as a backdrop, welfare rights 

advocates pressing for credit access, and urban rioters targeting exploitative 

merchants, committee members argued that raising rate ceilings would ex-

pand the size of consumer credit markets and extend credit citizenship to more 

Americans. “Are the poor to be denied the opportunity to participate in the 

American economic life though the use of credit?” asked William Pierce, pres-

ident of NCC, of members of Congress who criticized the UCCC’s rate ceil-

ings. Robert W. Johnson, an economist for the committee, went further. “The 

net result of a ceiling,” Johnson argued, “is to throw out of the legal market the 

poor consumer, the ghetto consumer, and to give only the image of protecting 

the consumer who deserves rates well below the ceiling.” By contrasting poor 

and ghetto consumers with consumers who deserved low rates, Johnson made 

a revealing shift between structural and moral categories. Rate ceilings, market 

efficiency advocates emphasized, excluded poor and Black consumers because 

of their structural positions in America’s class and racial hierarchy. Poverty and 

racism made them uncreditworthy and locked them out of regulated markets. 

To overcome structural inequality, the committee proposed to charge for ac-

cess. High credit prices were the price of inclusion “in the American economic 

life.” Then the shift: once inside legal credit markets, credit prices reflected 

moral responsibility not structural hierarchy. Deserving consumers, Johnson 

emphasized, were “entitled, because of [their] credit worthiness, [their] bill-

paying ability and record, and [their] affluence,” to low credit prices. In UCCC’s 

framework, markets, not policymakers, would divide the entitled from the un-

entitled, the deserving from the undeserving. Instead of addressing the in-

equalities that shaped assessments of creditworthiness, the credit committee 

offered to transfer the burden of inclusion to the market.26

Ultimately, members of the credit committee shared with liberal mem-

bers of Congress the goal of expanding consumer protections and credit 
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access, but they argued that achieving such goals would impose costs on 

lenders best managed through less regulated price competition. Consumer 

and labor groups, fresh from their Truth-in-Lending victory, rejected this 

trade-off. For them, securing inexpensive credit was more important than 

ensuring wide credit access. Although the UCCC’s drafters sought to unify 

the concerns of privileged and nonprivileged borrowers through competitive 

markets—arguing that privileged, deserving borrowers might enjoy even 

lower rates in the absence of legal ceilings—consumers sought to preserve 

their privilege outright. Consumer and labor groups fought to maintain rate 

ceilings, not because they disputed Johnson’s moral judgments but because 

they shared them. The New Deal had created the expectation among middle- 

and high-income white borrowers that credit would be inexpensive and 

widely available for them. This guarantee, moreover, operated through the 

morally inflected credit decisions of private lenders. White consumers be-

lieved they deserved low-cost credit. They were entitled to it. And the credit 

markets they used provided it. In this framework, rate ceilings ensured fair 

prices and also aligned with the new consumer protection politics. Rate ceil-

ings discouraged lenders from lending too much. They shielded consumers 

from over-indebtedness and bankruptcy. “If some customers, high- or low-

income, are denied credit occasionally because of the new law, then it will be 

to their advantage,” a Wisconsin official argued after securing tight rate regu-

lations. Indeed, if such ceilings limited access for poor and minority borrow-

ers, then they rightly protected the undeserving from overextending 

themselves.27

When credit committee members unveiled the UCCC in 1968, they were 

sure they had made a significant contribution. “In a social and economic 

problem extending back for at least 4,000 years,” Walter Malcolm declared, 

“the Code offers, for perhaps the first time in history, a reasoned solution of 

the problem of the cost of money and credit.” Members had reason to be 

confident (though not that confident). In September, the committee received 

major funding from retailers to support state-by-state promotion. The John-

son administration, which had participated in the final comment stage, also 

endorsed the UCCC. The code, Betty Furness, special assistant for consumer 

affairs, argued, was “a significant and realistic step forward which will be of 

benefit to the consumer.” In January 1969, Paul Douglas appeared before 

the Massachusetts legislature to encourage consideration of the UCCC: 



124 regulating revolving credit

“I strongly indorse the Code’s attempt to foster meaningful price competi-

tion on credit charges.” The code met quick success. Utah adopted it in 

March 1969; Oklahoma in May. According to internal committee data, by 

June 1969 the UCCC had been introduced or placed under official study by 

most state legislatures.28

Resistance, though, developed quickly. Consumer and labor groups sharply 

criticized the code, arguing that it was drafted to serve creditors, not consum-

ers. Organized labor groups headed the movement to restrain credit prices, 

focusing, as they had during the Truth-in-Lending debate, on revolving retail 

credit. Labor leaders, like their consumer allies, sought low credit prices that 

would enhance consumer purchasing power. They also believed, in an envi-

ronment of credit scarcity, that revolving credit necessarily grew at the expense 

of other forms of lending, like mortgages and auto loans, that indirectly em-

ployed unionized workers. The AFL-CIO had strongly supported the national 

18 percent usury limit in the House. When it failed, the union turned to the 

states. In November 1968, consumer advocate Sidney Margolius highlighted 

the victory of Washington State’s Labor Council in securing a 12 percent limit 

on revolving interest rates. This, he argued in AFL-CIO News, “is a lesson for 

credit-exploited working families and their organizations everywhere.” At its 

annual convention in October 1969, the union initiated a nationwide cam-

paign, directing its state chapters to lobby for revolving credit limits of not 

more than 12 percent a year. Contrasting its effort with the “outrageously high 

finance charges” contained in the UCCC, the convention resolved that “the 

current exorbitant interest rates on charge accounts border on usury and eat 

away at the hard-won economic gains achieved at bargaining table.” Union 

leaders expected low-cost credit access, but as an adjunct to wage-driven eco-

nomic citizenship not as a replacement for it.29

Mounting opposition revealed the credit committee’s error in “only second-

arily consider[ing] political feasibility” of interest rate levels. The UCCCs’ 

drafters were unprepared for the adverse national response. Over the two-year 

drafting process, the committee had promoted consumer interests against 

continuous industry pressure. Although the price of credit was more favorable 

to lenders under the code, the terms of credit were far more favorable to con-

sumers than under the Truth-in-Lending Act or the existing laws in most 

states. Within an intellectual framework that prioritized market efficiency, 

committee members had made a good faith effort to balance borrower and 
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lender interests. The committee, however, suffered from bad optics. Through 

September 1968, more than 90 percent of the project’s funding had come 

from the credit industry. Its chairman, Alfred Buerger, was a prominent law-

yer and lobbyist for Marine Midland Bank. Still, committee members were 

shocked by claims that the UCCC aimed to subvert the Truth-in-Lending Act. 

Defending the code against such criticism, Harvard law professor Robert 

Braucher contended (fairly) that the Truth-in-Lending Act was equally influ-

enced by business lobbyists, and that it was “weaker than the [UCCC] on every 

point on which they differ.” By then, the code had become a target for con-

sumer organizing and a springboard for state-level price regulation.30

As its members crisscrossed the country, lobbying state legislatures to 

adopt the UCCC, the committee’s confidence faded. In state after state, local 

opposition impeded the committee’s efforts. Consumer and labor groups led 

the public fight against high prices. Meanwhile, state banking associations 

undermined the law, which threatened to introduce new, less regulated com-

petitors into commercial banking markets. Writing in September 1969, 

NCC educational director Nathaniel Butler confided that “the rate has been 

the focus of consumer attack in the states,” yet “although the most vocal op-

position has come from consumers, we all know the more important and 

effective opposition has come from banks.” With public consumer and labor 

opposition and banks working behind the scenes, Malcolm worried that the 

UCCC “can be another major accomplishment of the Conference or it can be 

a complete flop.” The latter outcome looked increasingly likely.31

The Fate of the UCCC

For the UCCC committee the national picture looked grim, in part be-

cause its proposed code had landed amid perpetual state-level negotiations 

over the price and terms of credit. These negotiations involved not only state 

legislatures, the focus of committee lobbying, but also a fluid mix of admin-

istrative officials and courts—a combination of market structuring institu-

tions that made local credit policies highly contingent. Still, across states, 

broad trends are visible. Savvy state officials, Republicans and Democrats 

alike, recognized the rising salience of consumer protection. They under-

stood, as Douglas had explained to the Kennedy administration, that work-

ing on behalf of consumers made for good politics. They attended the 
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political winds. And they used their positions within state bureaucratic insti-

tutions and interstate policy networks to advance pro-consumer policies. The 

committee’s effort to promote uniformity also ran into an abiding state-level 

tension between local norms and national trends. State legislatures, regula-

tors, and courts looked to their peer states for guidance and authority—but 

never the final word.32

In Wisconsin, state officials had long sought to regulate the price of revolv-

ing credit. When Wisconsin retailers began charging consumers 1.5 percent 

per month on their charge accounts in 1956, their policies drew scrutiny 

from the state’s supervisor of consumer credit, John Doyle. Writing in Per-

sonal Finance Law Quarterly in 1958, Doyle disputed retailer claims that re-

volving credit fell under the time-price doctrine—that it constituted a 

difference in price, not a loan of money. “Revolving credit plans are not time 

sales and cannot be considered as such,” Doyle argued. Doyle, though, lacked 

authority to act. Instead, he sought an opinion from the state’s attorney gen-

eral on the legality of such transactions under Wisconsin law. He waited—

for seven years. In December 1965, attorney general Bronson La Follette also 

concluded that retail credit plans were not time sales and that they violated 

the state’s usury laws. Yet La Follette further determined that a test case was 

necessary to settle the matter. His office, however, was reluctant to single out 

one retailer for judicial action.33

With their revolving credit plans on shaky legal ground, the Wisconsin 

Retail Merchants Association lobbied for an explicit exemption to Wiscon-

sin’s 12 percent general usury limit. Association members met with Repub-

lican governor Warren Knowles in 1967. He instructed them to work with 

the state’s banking commissioner to craft “a bill which would be agreeable to 

both parties.” Instead, retailers introduced their own bill, which the Banking 

Commission blocked because it lacked balancing consumer protections. A 

meeting of the two sides in April 1968 ended in acrimony. Retail representa-

tives predicted “chaos” if they “were to reduce the revolving charge to 12 

percent per annum.” Citing the industry’s earlier subterfuge, the assistant 

attorney general suggested a test case might be necessary to gain “leverage” 

over the industry. “Leverage or blackmail?” the retailers replied.34

La Follette had hesitated to target one firm, but in 1968 his office sued 

J. C. Penney, arguing that the national retailer’s revolving credit plan was 

usurious, constituted a public nuisance, and should be enjoined. The trial 
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court initially found that Penney’s revolving plan did violate Wisconsin’s 

usury law, but that the state had no legal right or interest in credit contracts 

between individual consumers and J. C. Penney. Penney may have violated 

the state’s usury law, but it did not constitute a public nuisance that the state 

had the power to stop. On appeal, the Wisconsin Supreme Court upheld the 

trial court’s determination that the plan was usurious and further held that 

the issue was worthy of injunctive relief. “There is no reason defendant 

should be permitted openly, notoriously, and flagrantly to violate our laws 

enacted for benefit of our people,” the court concluded. “The state would be 

weak indeed if it were powerless to prevent it.” The state was not weak, and 

now it had leverage.35

J. C. Penney drew new battle lines in the national fight over the price of 

credit. Doyle recognized that the trial court’s initial finding—that Penney’s 

revolving credit plan was not a time sale—provided an opening for his ad-

ministrative counterparts in other states. In April 1969, he wrote several state 

officials, boasting, “It can be finally said that . . . revolving charge account 

plans cannot be considered time sales[, and] must be . . . subject to the provi-

sions of the Usury Statutes.” Doyle activated networks of state administrative 

enforcement, which, when combined with national media coverage of the 

case, enabled peer states to press for advantage. Attorneys general of Minne-

sota and Iowa, both of whose state legislatures were considering the UCCC, 

used the Wisconsin precedent as the basis for successful suits against major 

retailers in their states. Several state AFL-CIO chapters also initiated private 

class actions against retailers and banks on the same grounds. Nationally, the 

usury cases yielded mixed results. Some state courts followed J. C. Penney. 

Others viewed it as an aberration. Nevertheless, by pursuing Wisconsin’s 

strategy, state administrators and private actors used the courts to exert sig-

nificant pressure on ongoing legislative negotiations over the price of credit.36

In Wisconsin, J. C. Penney polarized the local debate over retail credit prices 

as the legislature considered the UCCC in 1970 and 1971. Consumer interest 

rates remained the most contentious issue. The “credit community,” led by 

the Wisconsin Bankers Association, advocated for the code’s high rates, 

claiming that the code’s consumer-friendly credit terms necessitated higher 

credit prices. The AFL-CIO and Wisconsin Consumers League refused to 

budge from the 12 percent rate established by J. C. Penney. They were encour-

aged by peer organizations in other states. The Washington State Labor 
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Council reported positively on that state’s 12 percent rate referendum. “When 

Wisconsin consumers see this occurring in other states,” a Wisconsin Con-

sumers League representative explained to the legislature’s UCCC advisory 

committee, “consumer advocates have a hard time selling them the fact that 

Wisconsin must raise its rates.” With legislators desperate for a compromise, 

the committee stalemated. Although participants found considerable com-

mon ground, they recognized that “the whole committee effort would die if 

the rate question is not answered.” Neither side would budge. The legislature 

made what hash it could, incorporating consumer-friendly credit terms while 

also compromising on revolving credit prices. The Wisconsin Consumer 

Act—not, tellingly, the Wisconsin Consumer Credit Code—cleared the legis-

lature in 1971, allowing 18 percent on the first $500 and 12 percent on all ex-

ceeding balances.37

The terms of the compromise are less important than the process through 

which it was achieved. At the state level, credit regulation developed through 

iterative, multilayered, contingent, and imperfectly democratic negotiations. 

What the process lacked in system and method, it made up for in pluralism—

though certainly a circumscribed pluralism that excluded poor and minority 

stakeholders. Sometimes creditor interests succeeded (though siloed indus-

tries as often checked each other as advanced a common interest). Sometimes 

consumers or other interest groups won out. Most often, as in Wisconsin, 

idiosyncratic compromise prevailed. Nevertheless, Wisconsin Democrats 

claimed the Wisconsin Consumer Act as a major victory. “The consumer rev-

olution has begun,” legislative leaders rejoiced. The law constituted “a big gun 

in that revolution.” The state’s banking industry also remained upbeat. The 

act was “a victory” and “a testament to those who represented the industry in 

negotiations.” Bankers achieved some concessions and maintained the politi-

cal good will necessary to negotiate again in the future. “The agreement,” 

Wisconsin’s bankers concluded, “demonstrates the viability of our political 

system.” Financial federalism worked.38

As credit committee members crisscrossed the country to sell their uni-

form law, they invariably found similarly complex state credit negotiations—

and labor and consumer groups determined to undermine their efforts to 

raise credit prices. The travels of Harvard law professor and credit commit-

tee member Robert Braucher provide a glimpse of this quixotic process. As 

the committee finished its work, Braucher was on a visiting appointment at 
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the University of Minnesota Law School. There, state lawmakers believed “it 

imperative that the legislature enact statutes . . . which would retain for the 

State of Minnesota administration of the federal Truth-in-Lending Act.” They 

supported local control. Prospects for the UCCC looked good. Braucher testi-

fied at legislative hearings in October and November 1968. Many legislators 

felt the code’s rates did not compare favorably with the state’s recently reaf-

firmed 8 percent general usury rate. One state senator asked Braucher point-

edly, “Are [we] in effect voting to cost the borrower more money?” Bankers 

also remained staunch opponents of the code’s free entry provisions. They 

sidelined the bill. Minnesota bankers did want the code’s high revolving 

credit rates, but consumer opposition defeated a separate bill setting revolv-

ing credit prices at 18 percent. In a later session, the legislature explicitly 

capped them at 12 percent.39

In February 1969, Braucher went to Montana. There, he convinced the 

House Business and Industry Committee to recommend the legislation. The 

full bill, however, proved too large and expensive to print. The Montana House 

debated it and defeated it without ever reading it. “The misinformation that 

was circulated by consumer groups,” the credit committee’s local correspon-

dent explained, “and the failure to receive affirmative recommendations from 

Labor groups was disastrous when we requested the Legislature to accept the 

Code on faith.” Montana’s labor groups may have been undecided when 

Braucher visited the state in February; by September, when he visited Ari-

zona, labor organizations there had made up their minds. Arizona retailers 

supported the code, Braucher found, but the state’s AFL-CIO chapter mar-

tialed decisive opposition. The UCCC “is no more a consumer code than a 

corporate charter is a statement of employee rights,” the union argued. Ari-

zona instead passed less ambitious regulations for retail charge accounts, set-

ting interest rates at 18 percent for the first $1,500 and 12 percent thereafter.40

The credit committee could not develop a viable strategy to achieve wide-

spread enactment of the UCCC. Bankers continued to undermine their ef-

forts, seeking to preserve their protected position by attacking the code’s free 

entry provisions. At the same time, consumer and labor groups, bolstered by 

J. C. Penney and the continued salience of low credit prices, fought for lower 

rates. Of the first six states to adopt UCCC, five lowered the revolving credit 

limits from 24 percent a year to 18 percent. The credit committee’s argu-

ment that competition would generate prices below the code’s high ceilings 
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repeatedly failed to gain traction. State legislators and policymakers applied 

their own experiences, which taught them that usury limits always began as 

a rate ceiling and ended as a price floor. Moreover, instead of accepting the 

idea that nationally consistent rates would make for a uniform credit market, 

local lawmakers evaluated the code’s rates against local conditions. “Are the 

rates proposed in [the] Uniform Act appropriate in Michigan?” a legislative 

aide asked lawmakers considering the UCCC, suggesting that “rates appro-

priate in California might not be appropriate in Michigan.” Michigan’s law-

makers agreed. The legislature did not seriously consider the UCCC.41

By 1975, the UCCC had flopped. By then, nine states had adopted the code. 

The final total would reach only eleven. Instead, most retained their frag-

mented credit laws. “The dry pages of a law review article are completely in-

adequate to portray the depths of distrust and bad feelings between consumer 

and creditor groups,” concluded credit committee member William Warren. 

“Their standoff on rate regulation reform leaves undisturbed the present seg-

mented, totally illogical patchwork of rate-ceiling laws in most states.” The 

New Deal regulatory order, though, was designed to be democratic, not logi-

cal. State-level credit regulation encouraged constant local adjustment as 

firms found new ways to offer credit or as market conditions changed. Within 

this system, state officials developed local solutions through multifaceted ne-

gotiations with consumer groups and financial firms. In state after state, local 

officials regulated credit card interest rates, clustering around 18 percent an-

nual interest as an acceptable price for convenient credit.42

In the late 1960s, consumer and labor groups began an extended campaign 

to control the price of revolving credit. In concert with enterprising state offi-

cials, they extended price controls over credit card accounts, defeating federal 

politicians, legal reformers, and industry participants who all favored disclo-

sure and price competition over price controls. Federal Truth-in-Lending, in 

this sense, reflected the growing federal enthusiasm for disclosure as a con-

sumer protection strategy that aligned with percolating ideas about the effi-

ciency of less regulated markets. Disclosure, as an alternative to more 

interventionist regulatory policies, promised to increase overall consumer 

welfare by making more consumers market participants and, as such, well-

informed market regulators. Informed consumers, free to choose, would vote 

with their dollars. The veil of market freedom cloaked preexisting economic 



 regulating revolving credit  131

and social advantages, representing them instead as categories of moral 

worth—creditworthiness, repayment record, affluence—expressed in prices. 

As federal policymakers, in the wake of the civil and women’s rights move-

ments, sought to expand access to markets formerly reserved for privileged 

consumers, disclosure gained momentum as a way to simultaneously pro-

mote market safety and market access.

The story of state-level credit regulation, by contrast, demonstrates the con-

tinued salience of proscriptive government controls over market behavior, 

pursued by organized citizens and bureaucratic officials through democratic 

political institutions. Organized consumers, free to choose, pursued their 

self-interest through the political process. Enterprising bureaucrats, channel-

ing consumer objectives, developed pro-consumer strategies and dissemi-

nated them through their policy networks. Consumer and labor groups, 

meanwhile, fought at once for pocketbook politics, marketplace protection, 

and privileged status. Reflecting their self-perception of innate creditworthi-

ness, they expected low credit prices. They also sought protection from dan-

gerous levels of household debt. Price ceilings offered both. As one Wisconsin 

official explained, “If the new law increases the quality of credit-granting, and 

reduces the need for people to resort to bankruptcy, all of us should be better 

off.” Indeed, although industry opponents and free-market advocates por-

trayed rate ceilings as irrational, credit price controls operated through a clear 

logic. Low legal rates ensured that creditors lent only to the most creditworthy 

borrowers and did not extend additional credit to those already burdened 

with debt. By organizing to maintain their privileged status in credit markets, 

consumers declined an alternative that offered more inclusion—and more 

risk. Deregulated interest rates would enable lenders to expand the scope of 

credit markets by charging poor and minority borrowers higher prices. Con-

sumers rejected predatory inclusion—out of paternalism, certainly, and out 

of fear that they would be subject to it. Within the postwar political economy, 

prosperity flowed through credit markets while price ceilings shifted risk 

onto creditors and encouraged them to manage prosperity safely: this was the 

foundational moral economy of the New Deal financial order.43

Banks launched their card mailing campaigns just as consumer and labor 

groups mobilized against high credit prices. They could not have chosen a 

worse moment. Bankers hoped cards would create new, unregulated chan-

nels of consumer lending, and they joined retailers in lobbying to maintain 
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the dubious time-price doctrine. Federal Truth-in-Lending debates focused 

attention on high credit prices and generated momentum for state regula-

tion. They also encouraged congressional scrutiny of bank card mailing and 

other business practices that put consumer households at risk. In the face of 

mounting criticism, bankers continued to assert that self-regulating markets 

would best serve consumer interests; the countermovement to embed card 

plans in state-level price regimes, however, proved robust and successful, at 

least in the short term. In the long term, bank cards that increasingly crossed 

state lines would provide the key to unraveling state price controls altogether.
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operations costs. With these hopes came intense anxiety. The number of 

creditworthy customers was limited, bankers reasoned. No one could afford 

to wait while rivals scooped them up.1

As they sprinted into the credit card market, bankers developed regional 

and national payment networks, which enabled their banks to integrate local 

plans into far-reaching credit systems. Bankers, confined by geographic reg-

ulations, had long used interfirm relationships to conduct business in dis-

tant markets. Card networks built on these traditions. They were necessary, 

bankers believed, to compete with travel card firms, like the Diners Club and 

American Express. Whereas travel cards catered to male business elites, 

bankers envisioned universal cards, equally useful for shopping trips and 

business trips. Drawing on a common pool of technology and industry 

know-how, rival network-building firms developed card systems with dis-

tinct organizational styles that reflected financial federalism’s diverse, state-

based regulatory environments. Bank of America began franchising its 

BankAmericard plan to select licensee banks in early 1966, modeling the 

network on its centralized control of its California branches. Many bankers 

viewed BankAmericard’s expansion as a threat. To counter, rivals developed 

regional card associations and, eventually, a competing national network, the 

Interbank Card Association. Taken together, the flurry of network building 

rested on established modes of interfirm cooperation, along lines of long-

standing interbank rivalry and within geographic strategies dictated by fi-

nancial federalism. Put another way: the regulatory structure shaped bankers’ 

networking strategies.2

Even as bankers developed card networks to merge the gendered retail and 

travel markets, they retained implicit class and racial boundaries on consumer 

participation. As one Continental Illinois banker explained, the “demograph-

ics of the ‘best’ credit card customers point to married couples between the 

ages of 24 and 34, with family incomes of from $7,000 to $15,000, probably 

living in high-growth areas.” Bankers coded creditworthiness—their govern-

ing criteria for credit access—as young, white, middle- to high-income, 

straight, and suburban. Young suburban families, bankers believed, would 

consume now on the promise of higher future incomes. They would use 

their cards and pay their bills on time. While the best customers lived in 

high-growth, all-white suburbs, geographic regulations often cloistered large 

urban banks, like Continental, in racially diverse downtowns. Bank network-
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building thus also aimed at reaching suburban consumers, propelling credit 

from city centers into leafy enclaves of white privilege. In Chicago, where 

downtown banks began issuing cards in October 1966, network expansion 

occurred alongside demonstrations led by Dr. Martin Luther King Jr. against 

segregated suburban housing. Although Continental’s David Kennedy spoke 

solemnly about finding “the solution of our urban problems,” card network 

building conformed with the broader pattern of “Jim Crow credit,” the disin-

vestment from browning cities and reinvestment in white suburbs that 

defined postwar American finance. In their haste to get cards in the hands of 

suburban families, bankers narrowed their potential market and increased 

the competitive pressure. They pursued mass mailing to achieve volume and 

scale, ultimately stoking a suburban backlash.3

In the mid-1960s, cards offered bankers a path out of the postwar regula-

tory confines, particularly the price controls and geographic restrictions that 

anchored the New Deal financial order. States did not yet regulate credit card 

interest rates. With card networks, bankers could begin recruiting consum-

ers across state lines. In their eagerness, bankers swamped the nation in 

cards just as consumer politics and protection were emerging as a bipartisan 

political force. Bankers embraced cards as a means of innovating around the 

New Deal rules; by decade’s end, political backlash against relentless credit 

expansion firmly ensconced cards within them.

Competing with Diners Club

In the mid-1960s, the bank credit card industry was poised for renewed 

expansion. The sustained economic boom of the 1950s burned even hotter 

early in the next decade. From January 1960 to January 1967, the economy 

grew at 6.6 percent a year. Incomes and expectations for material comfort 

grew apace, especially among the white, increasingly suburban middle class. 

A series of federal tax cuts, proposed by President John F. Kennedy in 1963 

and enacted after his death, further spurred growth. The cuts, Lyndon Johnson 

explained, put “$25 million a day in the hands of the American consumer.” 

Johnson urged Americans to spend the money. They did, often augmented 

with credit. Feeling more affluent, consumers borrowed more freely. Recog-

nizing widespread prosperity, lenders extended more credit. Consumer bor-

rowing, growing at 9 percent a year, significantly outpaced economic growth. 
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The virtuous cycle of consumer purchasing power, juiced by credit, continued 

to spin, at least for Americans fortunate to be considered creditworthy.4

In this environment, universal card plans gained momentum. “Credit Card 

Companies Are Enjoying a Fresh Surge of Healthy Growth,” the business 

magazine Barron’s announced in a March 1964 headline. Incumbent firms, 

which the magazine divided along established lines of travel and entertain-

ment cards for male executives and retail cards for city and suburban shop-

pers, had seen steady increases in cardholder spending. Card issuers had also 

expanded merchant and cardholder membership, while curtailing bad-debt 

losses. Newspapers and the business press touted BankAmericard’s success 

as evidence that bank card plans had found solid ground. In 1965, several 

large regional banks debuted new card ventures, including Valley National 

Bank in Phoenix and Mellon National Bank in Pittsburgh. “Alert banks,” Mel-

lon president John A. Mayer observed, “realize that there have been major 

social changes in the United States. People who weren’t candidates to do busi-

ness with banks now are.” The New Deal political economy, bolstered by re-

lentless postwar growth, continued to make more Americans creditworthy. 

Bankers were bullish. The cover of the December 1966 issue of Burroughs 

Clearing House, the magazine “for Bank and Financial Officers,” greeted read-

ers with a picture of a red-cheeked Santa with bank and travel cards tumbling 

from his billfold. The industry, once skeptical of charge account banking and 

unsecured consumer lending, seemed ready to embrace cards.5

Nevertheless, Mayer’s invocation of “alert banks” hinted at the industry’s 

continued apprehension about falling behind their differently regulated 

financial competitors. Commercial bankers chafed at restraints. Affluent 

consumers continued migrating to the suburbs, where, in states with branch-

ing restrictions, downtown banks could not follow. Thrifts, like credit unions 

and savings and loans, offered consumers better rates on savings and 

lower prices on home mortgages. Beginning in 1966, regulatory differences 

contributed to a series of acute crises. When the Federal Reserve raised inter-

est rates to fight surging inflation, investors moved money out of price-

controlled bank deposits and into higher yielding financial assets. To meet 

existing loan commitments to large corporate borrowers, bankers raised 

cash by selling municipal bonds, promptly crashing that market. In this un-

stable environment, bankers remained torn between their custodial duty to 
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make safe loans and an entrepreneurial itch to develop new services. They 

sought a greater share of consumer lending markets and, through those re-

lationships, more stable consumer deposits. By the 1960s, a new generation 

of bank executives, men who had not weathered the Depression and bowed 

to its regulatory compromises, moved into bank leadership. With the well-

publicized success of the BankAmericard, credit cards looked like a service 

ambitious bankers could call their own.6

Bankers’ hopeful vision for cards centered in large measure on automa-

tion, especially new computer technologies that promised to streamline 

labor-intensive credit account processing. As noted in Mayer’s Mellon Bank 

1965 annual report, “A prime factor in making this service possible is 

the degree to which the Bank has developed the use of computer equipment, 

which is economically essential to the operation of a program of this 

magnitude.” California’s Crocker National likewise hailed the credit card as 

a “development made possible by the use of electronic data-processing 

equipment.” And cards were just the start. The banking press anticipated 

the imminent arrival of the “cashless” and “checkless” society, imagined fu-

tures of computerized payment systems that would lift the mountainous 

weight of processing paper cash and checks. Across the financial system, the 

steady growth of transactions, from stock purchases to check usage, placed 

enormous pressure on firms’ accounting and processing capacities. Com-

puters would, bankers believed, solve these back-office problems. They could 

also generate new lines of business. “The trick is going to be to combine 

money and computers to create a whole new range of services,” one observer 

wrote. Bank of America had pioneered commercial bank applications of 

computer technology with its ERMA check-processing system in the 

late 1950s. It developed the BankAmericard to utilize these systems as 

well. Major banks, seeking advantages in electronic scale, followed Bank of 

America’s lead.7

The potential reach of computer technology remained limited, however, 

so long as bank cards operated in circumscribed geographic and product 

markets. As Barron’s highlighted, travel cards enjoyed a global reach, while 

retail cards were confined by financial federalism: “The largest [retail 

credit plan] is that of the Bank of America, which operates exclusively in 

California.” A few dozen other bank cards served smaller markets, limited 
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to smaller states and individual cities. Geographic divisions mirrored the 

continued gender division among travel and retail plans. For travel cards, the 

New York Times reported, “The average card holder is: male, married, earns 

between $10,000 and $20,000 a year, travels frequently, and is a college 

graduate.” Such assertions combined reality as it was with what travel card 

marketers wished to project: creditworthiness coded as high-income, male, 

and straight (whiteness was assumed, if unstated; a vanishingly small num-

ber of Black workers received high salaries). To maintain their masculine 

exclusivity, travel firms policed the division between their cards and femi-

nized retail markets. “We believe women account for 95% of the spending 

on the BankAmericard,” Diners chairman Alfred Bloomingdale wrote in a 

letter published in Forbes in October 1966, “while men account for 95% of 

the spending on the Diners Club card. We do not believe that the Bank of 

America is a competitor of the Diners Club.” Bloomingdale wanted the gen-

der divide to remain stark and explicit.8

Bloomingdale may have accurately described card markets as they were 

when he wrote, but only because banks had just begun to merge gendered 

credit markets. Bank of America led the transformation. Initially, bank ex-

ecutives promoted regional card use within the rubric of female-led con-

sumption. BankAmericard ads highlighted “statewide shopping convenience,” 

emphasizing that the card was “the sound, modern plan for making the 

most of your family dollars.” BankAmericard’s early advertising seldom fea-

tured men; when it did, the focus remained family shopping. It was, after all, 

“The Family Credit Card.” As executives sought to increase transaction vol-

ume to maximize investments in electronic equipment and personnel, the 

bank turned to travel services. In 1964, Bank of America signed ten airlines 

into the BankAmericard plan. By then, more than three thousand hotels, 

restaurants, and travel agencies across California accepted the card. Incorpo-

rating travel features expanded BankAmericard’s market from affluent fe-

male shoppers to their upwardly mobile husbands. Unlike travel cards, the 

bank offered these services without charging an annual fee. Combining re-

tail and travel created economies of scale, making the BankAmericard 

cheaper for merchants and consumers. It also created network effects: More 

consumers would carry the BankAmericard, more businesses would accept 

it, and participation would be more valuable for both groups. Still, Bank-
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Americard operated exclusively in California. Bloomingdale was right; it was 

not yet a competitor of the Diners Club.9

At the end of 1965, the two largest New York banks, First National City—

today’s Citibank—and Chase Manhattan, sought to enter the travel card 

business with an eye toward geographic expansion. In September, First Na-

tional City partnered with third-ranked travel firm Carte Blanche. The com-

panies initially planned to extend Carte Blanche’s services internationally by 

linking the then-nationwide card plan to Citibank’s global branch network. 

Federal law prohibited U.S. banks from expanding across state lines, but af-

ter World War II federal officials encouraged large banks to develop overseas 

branch networks. With their foreign branches American banks supported 

multinational U.S. firms and projected U.S. economic power. Citibank, 

Chase, and Bank of America all operated significant overseas businesses, 

with Citi boasting more than one hundred international branches. As Citi’s 

negotiations with Carte Blanche developed, bank executives decided to pur-

chase the travel business outright. Not to be outdone, Chase, Citibank’s chief 

New York rival, moved immediately to purchase Diners Club. The acquisi-

tions offered clear strategic advantages. The banks could finance card lend-

ing more cheaply than the stand-alone travel firms, making the businesses 

more competitive and profitable. Moreover, travel cardholders—elite, male 

business executives—were the banks’ ideal customers, opening pathways 

for new business lending.10

Commentators readily observed that travel cards remained “a totally dif-

ferent business” than retail credit, yet rival firms anticipated that Citi and 

Chase held larger ambitions: to use travel cards as the basis for nationwide, 

universal card plans. If Bank of America was moving from retail to travel, 

Citi and Chase could go in the other direction. “We’re in the money busi-

ness,” a Citi spokesman quipped. Such a move aligned with the New York 

banks’ broader strategies. Citi and Chase pressed against the New Deal or-

der’s regulatory boundaries, waging constant battle against state and 

federal officials who restrained their geographic growth through branching 

and merger restrictions. With nationwide—and international—reach and 

experience managing far-flung plans, Carte Blanche and Diners could serve 

as platforms for breaking down the geographic and gender divisions in 

card markets. American Express executives saw these possibilities clearly. In 
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December 1965, Amex made its own bid to combine the travel and retail 

markets by acquiring Uni-Serv, a retail card company that had taken over 

Chase’s ill-fated Charge Plan. The Department of Justice saw the same thing. 

The Antitrust Division sued to block Citi’s acquisition of Carte Blanche and 

threatened suit if Chase closed its deal with Diners. Allowing the largest 

banks to take over established travel plans would reduce competition in the 

card market, federal antitrust attorneys reasoned (a risk apparently not im-

manent in Amex’s purchase of Uni-Serv, which the department allowed). 

Citibank, the department wrote, “is especially qualified to enter the credit 

card business on its own . . . and such entry is likely if the proposed merger 

is enjoined.” The Antitrust Division’s actions effectively foreclosed acquisi-

tion as a strategy that banks could use to enter the card market and expand 

geographically.11

The Department of Justice’s intervention constrained the territorial 

growth of individual bank card plans at a time when bankers increasingly 

saw the geographic scope of their card programs as important for recruiting 

middle-class consumers, for building transaction volume, and for maximiz-

ing the value of credit processing technology—for, in short, competing 

with Diners Club. Instead of large banks operating stand-alone nationwide 

card plans, as Citi and Chase had intended, the decision encouraged 

bankers to construct networks that would combine their local retail credit 

programs into regional and national card systems. This path was perhaps 

the likeliest outcome anyway. Although some aggressive bankers sought to 

push past regulatory restraints, most of the nation’s nearly 14,000 banks 

continued to embrace localism and community embeddedness as funda-

mental values. Alert bankers saw wide vistas for expansion into consumer 

markets. They also wanted to maintain bulwarks against the market power 

of Citi, Chase, Bank of America, and their ilk. From the 1960s onward, 

bankers continued to develop card plans as local services, built to sell conve-

nient credit and to deepen relationships with consumer and merchant cus-

tomers in geographically restricted markets. They did so recognizing that 

even to compete locally they needed to offer credit that could move across 

states and around the country. Doing so required cooperation: bankers could 

not build where they could not reach. And they needed to build quickly. Ci-

tibank’s and Chase’s aborted acquisitions sent a clear signal: competition 

was coming.12
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Top-Down Network Building: BankAmericard

Given the constraints of financial federalism, both legal—in that banks 

could not build branches across state lines—and ideological—in that bankers 

could not easily think beyond state borders, it was not obvious that banks 

would develop nationwide credit plans in the 1960s. In 1958, Otto Lorenz 

writing in American Banker had suggested that a “liaison” connecting distant 

bank card plans would enable them to compete with nascent travel cards. 

Lorenz, though, remained an outlier. Market participants and observers un-

derstood retail bank credit as bound in space. In this environment, the path 

to BankAmericard’s nationwide expansion appeared essentially by accident. 

As bankers around the country realized that the BankAmericard had found a 

stable, profitable market in California, they sought to understand and repli-

cate its success. Bank of America executives capitalized on this interest. In 

1965, the bank began to market its proprietary credit card accounting soft-

ware, repackaging a financial information system developed in its local mar-

ket for sale to a global cohort of large, computerized banks. Executives focused 

on U.S. banks with existing card programs—like Marine Midland in upstate 

New York—and on foreign banks—specifically Barclays in England, which 

planned to initiate its own card plan. Building on this experience, executives 

concluded that a nationally (and, in the case of Barclays, globally) compatible 

accounting system run on efficient computers could provide a technological 

foundation for expanding the BankAmericard beyond California. Bank of 

America could sell more than its accounting software; it could sell its entire 

card plan, recruiting consumers and merchants at scale.13

To do so, Bank of America executives developed a national cooperative 

network in the style of its California operation. The bank adopted a franchise 

model, selling licenses to participant banks, setting their geographic territo-

ries, and ultimately controlling entry and competition within the network. 

Bank of America executives designed the system so they could manage it 

from the top down, replicating their experience managing a statewide card 

network across California’s diverse markets. To join the network, banks paid 

a $25,000 franchise fee and 0.5 percent of their card plan’s gross credit sales. 

In return, participant banks gained, according to executive Ken Larkin, “a 

nationally-known product . . . a card which is not limited to one regional 

area.” Initially Bank of America restricted participation to large regional 
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banks and assigned territories to licensees. The bank encouraged licensees 

to market cards aggressively, teaching participants how to use the unsolicited 

mailing strategy it developed in California. In theory, participant bankers 

would not compete to enroll the same merchants and consumers, or if they 

did, competition in any market would be confined to a few “reputable banks.” 

The franchise model also meant that licensee banks were fundamentally 

subordinate. The BankAmericard system had a clear hierarchy, with the na-

tion’s largest bank firmly at the top.14

Bank of America adopted the franchise model to replicate the local ties cre-

ated by its branch network, using licensees’ community relationships to root 

the BankAmericard in markets across the country. Bank of America’s execu-

tives first recruited banks in large cities not yet served by bank card programs. 

The bank also sought large banks, which could afford the technological sys-

tems and costs associated with launching the plan on a massive scale through 

unsolicited mailing. Licensee banks, in turn, recruited merchants and con-

sumers in their immediate market area. They also expanded across their as-

signed regions by signing agent agreements with smaller banks—partnerships 

similar to those used by charge account bankers who built small-scale card 

networks in the mid-1950s. Agent banks recruited local merchants and sug-

gested potential cardholders to licensee banks, which managed all consumer 

accounts. Although card networks hinted at a future where bankers could 

decouple their services from the physical constraints of their branch systems, 

in the 1960s bankers saw cards as a tool for connecting consumers and mer-

chants to their branches. Bankers worked to embed card plans within com-

munity relationships, efforts that extended to plan branding. “We give other 

banks the benefit of our experience in helping them set up their own cards,” 

Larkin explained in October 1966, indicating that although banks were join-

ing Bank of America’s network, they would retain control of their card plan 

locally. Like the correspondent charge plans, BankAmericard cards and ad-

vertising carried the local licensee’s name to tie the BankAmericard program 

into the local community. Unlike the earlier plans, “BankAmericard” ap-

peared centrally in bold text, signaling which bank was paramount.15

Bank of America developed its network to facilitate nationwide “inter-

change,” the process of registering card transactions, discounting sales slips, 

debiting merchant accounts, and billing cardholders. In California, Bank of 

America handled these steps internally, managing interchange among its 
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branches through a subsidiary, BankAmericard Service Corporation (BASC). 

To expand its network nationally, Bank of America organized franchising 

through BASC, which then coordinated interchange procedures and estab-

lished operational rules among participating banks. When a cardholder, signed 

up by Seattle’s National Bank of Commerce, purchased goods from a Califor-

nia merchant enrolled by Bank of America, the merchant first discounted their 

sales slip at their local Bank of America branch. Bank of America then credited 

the merchant’s account for the cost of the merchandise, less the merchant 

discount, and forwarded the slip to the National Bank of Commerce. The Na-

tional Bank of Commerce reimbursed (rediscounted) Bank of America for the 

purchase and added the charge to the cardholder’s bill. As interchange net-

works developed, the “issuing bank” (National Bank of Commerce) would also 

deduct an interchange fee from the funds it reimbursed to the “acquiring 

bank” (Bank of America). Although card networks were new, bankers under-

stood interchange. Since the nineteenth century, they had developed a variety 

of private institutions, from correspondent networks to clearinghouses, to fa-

cilitate transactions across financial federalism’s geographic barriers. The 

credit card system, “is one of exchanging valuable pieces of paper,” one com-

mentator argued. “Bankers are no strangers to this process, which is funda-

mentally the same as the existing check clearing system.”16

Bank of America announced its plans to license the BankAmericard in 

May 1966, and over the next two years the program grew rapidly. By the end 

of 1966, Bank of America counted 8 licensees, growing to 17 the following 

year. By the end of 1968, 41 licensee banks issued BankAmericards, and 

1,823 agent banks signed up merchants and recommended consumers in 

their territories. With this growth came building tension. Although Bank of 

America relied on its partners to build the network, executives also intended 

the BankAmericard as the steppingstone for Bank of America’s eventual na-

tionwide expansion. “The ultimate objective of this program,” Larkin wrote 

in a March 1966 memo, “is to make the name BankAmericard a household 

word throughout the nation.” These ambitions, well known within the bank-

ing industry, undermined trust in BASC among participant banks, especially 

when Bank of America seemed to place its own interests ahead of the fran-

chisees and the success of the system. Cooperation without competition was 

at best a strained compromise, which placed Bank of America as at once 

competitor and referee. At the same time, the BankAmericard’s expansion 



Fig. 2: A schematic illustration of consumer-merchant-bank connections fashioned by 
different bank credit card networks. The figure also reflects the increasing scale and 
complexity of these networks, from stand-alone charge account banking plans (inde-
pendent system), to regional plans that connected card-issuing and agent banks (affili-
ate system), to regional and then nationwide card networks that linked smaller systems 
together (interchange system).

Source: Karl A. Scheld, “Bank Credit Cards: Saturation in the Midwest?,” Business Conditions (June 
1968): 14. Reprinted with permission of the Federal Reserve Bank of Chicago.
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inspired a competitive fervor among rival firms, especially large regional 

banks that topped the local financial hierarchies in the nation’s geographi-

cally segmented banking markets. They recognized Bank of America’s ambi-

tions, and they sought to use its mass promotional strategy to secure their 

card plans before the California colossus came crashing in.17

Cooperation with Competition: 
Regional Bankcard Associations

For bankers able to buy a franchise, the BankAmericard offered a clear 

path to the credit card future. Most banks, however, could not or would not 

join. Bank of America restricted franchises to a handful of large banks. Oth-

ers refused to participate as junior partners to the California giant. For bank-

ers outside the BankAmericard system, its nationwide expansion posed an 

acute, monopolistic threat. Bank of America, the nation’s largest bank, 

sought to dominate convenient retail credit. The card industry “could not be 

something . . . jealously guarded by an individual bank,” Marine Midland 

executive Karl Hinke recalled. To counter, rival bankers began to build their 

own regional and then national card networks. Just as California’s regulatory 

geography influenced BankAmericard’s structure, the geographic regula-

tions governing these bankers’ markets shaped the networks they built. All 

were constructed with one eye on the local market and one on the national 

competitive picture.18

Bankers in Chicago developed the first alternative to Bank of America’s 

top-down network, under the leadership of the city’s largest bank, Continen-

tal Illinois, and its chairman, David Kennedy. Continental and Kennedy were 

unlikely credit card pioneers. Kennedy, a devout Mormon raised in rural 

Utah, began his banking career in 1930 as a clerk at the Federal Reserve in 

Washington, D.C., where he eventually served as assistant to Fed chairman 

Marriner Eccles. After World War II, Kennedy moved to Continental and 

rose quickly. Through the 1950s, the bank remained deeply conservative, 

taking deposits from large businesses and investing in business loans and 

government securities. Continental scorned consumer banking. Its 1924 

neo-classical headquarters, situated in the heart of the Loop, embodied 

stodginess. The building’s most distinctive feature, its Grand Banking Hall, 

was a three-story financial temple of thick Ionic columns and entablatures 
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decorated with gentlemanly quotes. “All of the progress of men and nation is 

based on the sacredness of contracts,” a typical one reads. When Kennedy 

became chairman in 1959, Continental was, his biographer emphasized, 

“ ‘an old man’s bank.’ ”19

Kennedy set out to remake Continental, a campaign he advanced in evolv-

ing relationship with the racial and economic transformations of urban Chi-

cago. Stodginess aside, Continental’s main limitation remained Illinois’s 

unit banking laws, which confined the bank to its single downtown office. 

Within these constraints, Kennedy established Continental’s consumer 

banking business, rebranding Continental as “the big bank with the little 

bank inside” and creating a “family banking center” to lure customers down-

town. Chicago, though, was changing. White residents steadily migrated to 

the suburban periphery. Black residents, following the triumphs of the Civil 

Rights (1964) and Voting Rights Acts (1965), escalated claims for racial and 

economic justice. In summer 1966, Martin Luther King Jr. began his Chi-

cago campaign, leading marches through the city and its all-white suburbs. 

Like other urban business leaders, Kennedy worried that with rising racial 

tensions, consumers would avoid downtown altogether. Continental, though, 

could not move. Kennedy sought to foster urban economic opportunity. He 

allied with Chicago mayor Richard J. Daley to promote redevelopment. Con-

tinental actively hired Black employees. Such actions, while well-intentioned, 

failed to address the deep structures of segregation and credit redlining that 

continued to undermine Black opportunity. Kennedy also looked beyond the 

city. Continental expanded its international operations in the 1960s and lob-

bied state lawmakers for branching liberalization. Credit cards, which bank 

executives hoped could serve the Chicago region and wider Midwest, sat un-

easily between urban engagement and abandonment. Cards also reflected a 

third front of Kennedy’s strategy: technological modernization. In a widely 

reproduced speech to Continental’s shareholders, Kennedy explained that 

“advancing technology not only makes charge cards more feasible and eco-

nomical for general use but singles them out as an important milestone on 

the road to the future.”20

As Continental executives plotted their move into the card business, they 

considered the scope of their markets—which merchants and consumers to 

target—and the design of their network—how to achieve scale given the 

bank’s geographic confinement. To address the first question, Continental 
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commissioned a market research study in the summer of 1966. Focusing 

initially on retail rather than travel services, the researchers interviewed mer-

chants enrolled in the First Wisconsin National Bank’s charge plan, which 

had recently begun operations in Milwaukee. Even more than their peers in 

the 1950s, these retailers felt compelled to offer credit. “Many said their cus-

tomers expect to charge purchases,” the report observed, emphasizing the 

ever-present competition of firms, like Marshall Field and Sears, with in-

house card plans. Consumer expectations opened a door for the bank, espe-

cially in affluent suburban communities. “Retailers in or near wealthy or 

high-status suburbs . . . seem to offer an excellent potential for the bank card 

plan,” the report argued, “since people in these areas appear to be extremely 

charge conscious.” Retailers still harbored significant reservations, especially 

about the costs of accepting bank cards. They fumed, as well, “that they are 

unfairly being forced to pay for the customers’ credit.” Consumer demand 

left them little choice.21

Although Continental executives focused narrowly on retail credit, they ap-

pear to have contemplated a racially inclusive card plan, one that could serve 

urban and suburban markets. Continental’s researchers convened seven fo-

cus groups. Five represented suburban communities—three from Evanston, 

north of the city, two from Hinsdale, to the west. Two more represented “Ne-

gro consumers.” Perhaps bankers sought to extend the card market’s racial 

boundaries to include Black customers. Yet the groups’ responses, which 

were not disaggregated by race, suggest a wide gulf in credit experiences and 

expectations. Most interviewees valued “convenience,” especially the conve-

nience to shop at a variety of stores without securing charge privileges at each 

one. These consumers expected credit access. Others shunned convenience. 

They wanted cards as a backup in emergencies or to establish credit with the 

bank. Consumers also held different views on price. Some argued that Conti-

nental charged too much, too quickly; they expected longer repayment peri-

ods without interest common in informal credit plans. “Who pays for this?” 

others asked, skeptical that the card and initial thirty days of credit could 

come free of charge. The report did not identify which consumers fell into 

which categories. It seems likely, however, that charge conscious consumers, 

from white, high-status suburbs, expected convenient, inexpensive credit. 

Likewise, Black consumers, who were often denied access to mainstream 

financial services and channeled into expensive credit relationships with 
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inner-city merchants, likely sought economic security and access to tradi-

tional banking relationships. Based on their experience, Black consumers ex-

pected to pay.22

Researchers presented interviewees’ divergent perspectives while nudg-

ing Continental executives away from non-white borrowers with coded lan-

guage of creditworthiness. The bank should avoid marketing that “might 

associate the charge card too closely with poor credit risks,” the researchers 

advised. These “could be a strong negative association for many people.” 

Instead, the researchers urged Continental to take a conventional approach, 

marketing the card “as a convenience,” to support high-status, family shop-

ping. To expand the market, bankers needed to maintain the symbolic power 

of aspirational consumerism. Extending cards to non-white people would 

threaten their exclusivity and prestige. To be blunt, it would blacken the cards. 

To expand the networks into white suburbia, bankers believed they needed to 

maintain racial exclusion. Bankers might blend the gendered travel and re-

tail markets without sacrificing status; crossing racial boundaries risked 

shrinking the market rather than widening it. Yet by prioritizing a narrow 

vision of white, suburban, affluent creditworthiness, banks also increased 

the pressure to reach those consumers, and quickly.23

As Continental executives debated marketing strategy in summer 1966, 

they also partnered with other Loop bankers to develop a new kind of card 

network that would enable Illinois’s unit banks to expand throughout the 

city, into the suburbs, and beyond. In June, a consortium of Chicago’s four 

largest banks revealed plans to study a statewide, “compatible bank credit 

card system.” Unlike BankAmericard, the Wall Street Journal reported, “the 

group stressed that the plan won’t be a franchise agreement.” Under what 

became known as the Midwest  Bank Card System, participants both cooper-

ated and competed; cooperating to manage interchange among the separate 

plans while competing to enroll consumers and merchants. Without 

branches, Chicago’s bankers reasoned, their individual card plans would 

struggle to enroll enough merchants or consumers. Moreover, if several 

large banks entered the market at once, their competing plans would sow 

confusion and deny any bank adequate charge volume. Under the Midwest 

system, each bank created its own card brands, setting individual policies on 

interest charges and merchant discounts (though given the banks’ close co-

operation, these tended to converge). All cards and store decals, meanwhile, 
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carried the Midwest logo, an abstract blue, green, and white dollar sign, 

marking the network clearly for merchants and consumers. Unlike Bank-

Americard, the participant banks managed the Midwest  Bank Card System 

as partners. The association standardized processes for the interchange of 

sales slips between banks, enabling participants to work together in the col-

lective interest of the system while pursuing their own profits.24

Midwest Bank Card organizers designed the network to extend far beyond 

Chicago. This choice reflects their stated ambitions to generate charge volume 

as well as an unstated desire to expand their consumer businesses outside the 

city’s urban core. Each Midwest bank adopted the agent bank structure, rely-

ing on established “correspondent” relationships to develop proxy branch net-

works through smaller banks across the region. Given Illinois’s unit banking 

laws and banks’ expressed intention to mail unsolicited cards, Midwest Bank 

Card members needed agent banks to embed the individual card plans in the 

neighborhoods, suburbs, and towns where they operated. “We . . . stand a rea-

sonable chance of having our newly introduced card widely accepted and used 

through the ties [correspondent banks] provide with their own communities,” 

Kennedy explained to Continental’s shareholders. By that time, Continental 

had recruited 380 agent banks in Illinois, Indiana, and Michigan to offer its 

Town & Country Charge card. The other Midwest banks pursued a similar 

path. Collectively, Chicago’s bankers expressed hope that Midwest would 

“dovetail into a national system of similar regional bank credit card plans” and 

eventually challenge the BankAmericard. Their expansion efforts also demon-

strated the extent to which Loop bankers saw their future outside Chicago. At 

Continental, the name tells the story. Executives named the plan “Town & 

Country Charge,” evoking suburbs and golf clubs, not urban shopping.25

To overcome geographic regulatory constraints and to confront competi-

tion from BankAmericard as it enrolled large banks across the country, bank-

ers quickly developed cooperative bankcard associations in other regions. In 

October 1966, four major California banks announced a similar cooperative-

competitive network that would compete against the BankAmericard in its 

home state. Likewise contrasting themselves with Bank of America’s top-

down approach, the participants stressed that “they won’t sell participation 

to banks outside the state” and instead “encourage[d] banks in other areas 

to establish similar ventures and affiliate themselves with the group.” By 

1968, fourteen regional associations, including the New England Bankcard 
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Association, the Southern Bankcard Association, and the Eastern States 

Bankcard Association, formed to coordinate local interchange in their re-

gions. With banks across the country rapidly entering the credit card market, 

the pulse of competition beat ever faster.26

Growth and Consolidation: 
The Interbank Card Association

As banks new to the card field used regional associations to build bul-

warks against BankAmericard’s expansion, several banks with established 

card plans began to plot a rival nationwide network. Marine Midland Bank 

Group, a large New York bank holding, led the effort. Several of the corpora-

tion’s banks operated a unified card program, the Midland Charge Plan, 

which its Binghamton bank initiated in 1953. When Bank of America an-

nounced it would license the BankAmericard in 1966, Midland Charge was 

the second largest bank card program in the country, with more than 

400,000 cardholders and 6,500 participating merchants.27

Seeing an opportunity, the largest bank in the group, Buffalo’s Midland 

Trust, applied for a BankAmericard license. The previous year, Midland 

Trust had purchased Bank of America’s credit card accounting software, en-

couraging Bank of America executives to imagine a nationwide card market. 

Although Bank of America advertised that “the plan is available to any bank,” 

Midland Trust’s application was turned down. “Buffalo wasn’t that important 

a community,” Midland executive Karl Hinke recalled, “and [Bank of Amer-

ica executives] were looking for larger game.” Hinke suspected that Bank-

Americard planned to grant an exclusive license for New York State to a large 

New York City bank. If that happened, Midland executives feared, the New 

York City bank would then enlist merchants and customers in Midland’s 

upstate territory, bringing the BankAmericard into direct competition with 

the Midland Charge Plan. Midland executives resented this possibility. Up-

state banks had long defended New York State’s branching restrictions, 

which kept powerful New York City banks geographically confined to the 

city’s boroughs and out of upstate markets.28

Now, instead of becoming a BankAmericard licensee, Midland executives 

feared Midland Charge could soon face the competitive weight of the nation-

wide BankAmericard and a New York City rival. If the Midland Charge Plan 
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was going to compete, it needed to go national as well. In the summer of 

1966, Hinke and vice president for consumer credit Douglas “Doug” Freeth 

listed banks that had existing card plans and might be viable partners in a 

cooperative national venture. They also hedged their bets. Because Midland 

had longstanding relationships with Bank of America, Hinke and Freeth de-

cided to try again with the California bankers in person. The meeting went 

badly. Hinke and Freeth arrived at Bank of America’s San Francisco head-

quarters for a 10:30 a.m. meeting with Vernon Richards, the executive in 

charge of BASC. It is unclear if they again raised the issue of securing a 

BankAmericard franchise, or instead proposed joining Midland Charge and 

BankAmericard into a cooperative-competitive system. In either case, Rich-

ards wanted no part in their proposal. “There is nothing we want to or can 

do,” he said. He didn’t even invite them to lunch. In the clubby world of 

banking, this was a stinging rebuff.29

When Hinke and Freeth emerged from Bank of America’s offices, Hinke 

recalled, they looked across the intersection and saw, like a beacon, the Wells 

Fargo sign. They knew Wells Fargo, then a midsized California bank, had 

recently co-founded the California Bankcard Association to challenge Bank-

Americard across the state, and they knew the Wells executive, Jack Elmer, 

who headed the association. That day Elmer proved receptive to a nationwide 

cooperative network (though, because he had a prior appointment, he didn’t 

take them to lunch either). Encouraged, Hinke and Freeth flew to Phoenix to 

negotiate with the Valley National Bank, which operated a statewide Suncard 

across Arizona. They eventually recruited the Bank of Virginia in Richmond, 

Citizens and Southern National Bank of Atlanta, and the Mellon and Pitts-

burgh National Banks in Pittsburgh, all leading card issuers eager to stymie 

the BankAmericard’s progress.30

Representatives for these banks met in Buffalo in August 1966, deter-

mined to pursue a different organizational model than the top-down Bank-

Americard. By November, the banks had agreed to form a nonprofit 

cooperative, the Interbank Card Association, which would manage a national 

interchange network. Hinke became Interbank’s first president. Like the re-

gional bankcard associations, Interbank’s members rejected the franchise 

model. Through licensing, Bank of America set network policies and 

skimmed revenue from every transaction, even as licensee banks worked to 

expand the BankAmericard network. “Interbank was and would always be 
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an operating association rather than governing entity that might someday 

grow into dictatorship,” an Interbank executive explained in Bankers Monthly 

in July 1968. Although Interbank began as a network connecting individual 

bank card plans, many regional associations joined as well. The California 

Bankcard Association joined in early 1967, as its members prepared to mail 

out cards under the “Master Charge” brand. In January 1969, Midwest 

joined. As a foil to BankAmericard’s top-down policies, Interbank became 

the antimonopoly network.31

Like the regional associations, Interbank balanced unified system brand-

ing with the desires of individual banks to maintain local identity. Within the 

BankAmericard system, all cards and merchant decals carried the program’s 

blue, white, and gold emblem (retained by its successor, Visa). The issuing 

bank’s name appeared in small type in the top blue bar, with “BankAmeri-

card” in bold in the central white stripe. On the contrary, Interbank did not 

offer a unified national brand; instead, its members placed an i enclosed in 

a circle on their cards and decals. Midland and its peers had invested heavily 

in their local brands. They were not ready to give them up. “The association 

approach allows each bank—large or small—to keep its own identity,” Wells 

Fargo president Richard Cooley explained, adding, “It allows the small bank 

to compete with the largest . . . [with] a card that would be honored anywhere 

in the country.” Interbank made this pitch directly to bankers: “Give your 

customers the national charge they want. Keep the local identity you want.”32

More was at stake than brands, of course. The competing networks em-

bodied different responses to tensions embedded in financial federalism, 

between local and national markets, and between local and national control. 

The organizers of both Interbank and BankAmericard sought to overcome 

geographic regulatory barriers, within states and between states, to create 

nationwide credit and payment networks. Doing so enabled them to com-

pete with travel firms not subject to these boundaries and, as Hinke reck-

oned, with one another. Both networks, to greater and lesser degrees, 

foregrounded local bank identity. All believed that bank card plans needed to 

build on the existing relationships of local bankers, merchants, and consum-

ers to gain traction and grow. For Interbank, local bank identity was para-

mount; for BankAmericard, the network was. The starkest difference 

reflected the most enduring conflict: Bank of America centralized power and 

authority; Interbank diffused it. These orientations were not permanent; 
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they could—and would—change. To better achieve nationwide recognition, 

the Interbank plans would adopt Master Charge as a unifying brand. Bank-

Americard licensees, meanwhile, soon demanded more autonomy and con-

trol. These developments were in the future. In the mid-1960s, the battle 

lines were sharp and clear.

The Deluge

In retrospect, bank network-building strategies appear calm, orderly, and 

rational. Bank of America and its licensees developed a cooperative system 

with minimal internal competition to extend consumer credit across the 

Fig. 3: Geographic coverage of BankAmericard and Interbank in April 1968. The ex-
tent of each card network is depicted as conforming strictly to state boundaries, sug-
gesting the importance of state borders in defining financial space under regulatory 
federalism. At this time, only Arizona, Wisconsin, and New York were exclusively In-
terbank territory.

Source: Thomas C. Franklin, “The Significance of Interchange for Bank Card Plans,” Burroughs 
Clearing House (August 1968), 28.
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country. Competing banks responded by spontaneously organizing regional 

and national cooperative-competitive platforms, coalescing into the rival In-

terbank network. Network expansion enabled bankers to offer travel services, 

generating system volume by combining a market previously divided by gen-

der, even as cards remained privileged products for creditworthy, white 

Americans—Town & Country rather than inner city. Network building, how-

ever, facilitated a competitive process that was anything but well-ordered. 

The multiplication of bank card plans begins to suggest the scale. At the end 

of 1965, 68 banks operated credit card plans, and few competed against 

other banks. Four years later, 1,207 banks operated card plans, all competing 

for shares of local and regional markets. These figures include only card- 

issuing banks, not the agent banks that signed up merchants and solicited 

consumers. By April 1970, more than half of all commercial banks, 7,810 out 

of slightly less than 14,200, had affiliated with either the BankAmericard or 

Interbank. The networks claimed 450,000 merchant participants each and 

almost 60 million cardholders altogether.33

Facing breakneck expansion, commercial bankers were seized by excite-

ment and fear, expectation and doubt. Bankers saw cards as their road to a 

profitable, technologically modern, consumer-focused future. They believed 

transaction volume was the key to card profitability. They aggressively built 

network infrastructure and recruited consumers to secure it. Mapped from 

above, the drama looked like a sweeping military campaign. BankAmericard 

licensees fought to command new markets. Regional cooperatives sprang up 

to resist them. As Bankers Monthly explained, “When BankAmericard started 

its franchising program, banks that did not sign up for this plan hurried to get 

their own cards as a competitive counter weapon.” The martial metaphor is 

apt. Bankers viewed card competition as zero-sum: neither consumers nor 

merchants were likely to maintain relationships with two banks. A gain for one 

bank was a loss for another. Bankers were especially concerned about consum-

ers. Guided by their racially- and class-inflected assumptions, bankers rea-

soned that the number of creditworthy households was limited. Consumers 

would, they expected, accept the first card that came their way. If that card was 

issued by a competitor, bankers feared, the customer might be lost forever.34

The consequences of such zero-sum thinking played out most vividly in 

David Kennedy’s Chicago. There the downtown Midwest banks all sought to 

enroll medium- to high-income suburban consumers. Bank cards, though, 
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were novel, unproven. Suburbanites, Loop bankers believed, would not com-

mute in to apply for cards in person. The civil rights marches of 1966 and 

violent white reaction likely reinforced this view. Meanwhile, the city’s bank-

ing industry swirled with rumors that “one of the big, national credit-card 

companies was about to mount a special campaign to get Chicago cardhold-

ers.” Chicago’s bankers could not wait for the merchant-initiated signups 

used by charge account banks. They never considered it. Instead, they em-

braced Bank of America’s unsolicited mailing strategy. Competition, David 

Kennedy explained, “necessitates a new—and to some surprising—approach 

to the concept of credit: Banks did not ask for applications for charge cards 

but instead mailed the cards directly to creditworthy people.” It was a fateful 

decision.35

In their initial deliberations, Midwest banks had planned to wait until 

1967 to begin their solicitation campaigns, so that they could calmly study 

operating procedures, screen card recipient lists, and implement appropriate 

security measures. In August, however, the Pullman Bank Group, a small, 

South Side bank holding company, announced that its banks would intro-

duce a statewide card plan, Illinois Bankcharge, in November 1966. The 

Loop banks accelerated their timelines. Unwilling to cede the valuable sub-

urbs and believing their preparations were more advanced than their com-

petitors’, Continental executives moved their launch date forward to October. 

The remaining banks followed, swamping the holiday mail with millions of 

unsolicited cards. The numbers were staggering. Continental mailed 3.25 

million Town & Country cards, two to a family. The First National Bank of 

Chicago issued cards to one million families, as did Harris Trust. The re-

maining Midwest banks issued cards merely in the hundreds of thousands.36

In his January 1967 speech to shareholders, Kennedy described what Con-

tinental hoped to gain by entering the card market, but his ultimate goal was 

to rationalize the unfolding chaos. By launching their programs in October 

and November, Chicago’s banks dropped millions of cards into a postal system 

oversaturated with holiday mail and staffed by sticky-fingered seasonal em-

ployees. The banks publicly announced their plans, lighting a beacon for Chi-

cago’s well-organized underworld. As credit cards mingled with Christmas 

cards, criminals scooped them up by the thousands at the post office and from 

mailboxes; some apparently targeted multifamily homes and apartments, 

where they collected dozens of cards at once. Unlike modern cards, which 
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require activation using private personal information, these cards were live 

and ready to use. They required nothing but a signature—any signature—to 

facilitate fraudulent holiday shopping. Some merchants colluded with crimi-

nals, billing the banks for merchandise purchased with stolen cards and split-

ting the proceeds with card thieves. Eventually thirty business owners were 

indicted, and many others were charged with stealing cards from the mail.37

Criminals may have been thrilled, but many consumers were not. “I ob-

ject,” one angry card recipient wrote Continental, “to the manner in which 

these charge cards are promoted and to the inflationary pressures they cause 

by encouraging people to extend their indebtedness.” Kennedy sympathized 

with consumer concerns. He quoted the letter in his speech. Bankers, Ken-

nedy explained, were not trying to “lure people into debt over their heads by 

offering the enticement of easy spending” or by “asking for repayment at 

excessive rates of interest.” They were instead upholding their age-old obli-

gation to make credit available to their communities. Kennedy felt these ac-

cusations keenly. His religious upbringing and continued leadership in the 

Mormon church instilled a strong aversion to the bondage of debt. “Many of 

us,” he told Continental’s shareholders, “were brought up under more con-

servative financial and banking circumstances and feel a natural reluctance 

to accept some of the seemingly radical innovations that are upon us.” Yet 

this reluctance, Kennedy urged, “must give way in the face of increasingly 

strong competition.” Kennedy, chairman of one of the nation’s largest banks, 

could not follow his conscience. He had to follow the market.38

Or so he claimed. Kennedy’s pretentions to responsibility clashed with 

widespread evidence of recklessness. Chicago’s bankers had purchased ros-

ters of likely cardholders from third parties. In their rush to get cards out, they 

did not vet them. Continental had only issued cards, Kennedy explained, to 

“bank customers and shareholders and a few others in whom there was reason to 

place confidence.” His vagueness was suggestive. The press sharpened the pic-

ture, highlighting a litany of bank blunders. People with strong credit histories 

or relationships with multiple banks received as many as a dozen cards. Graver 

mistakes occurred. One woman received cards from two separate banks, 

which was unfortunate, since she had been dead five months. Small children 

received credit in the mail. As Federal Reserve governor Andrew F. Brimmer 

later explained to congress, “Babies with sizable savings accounts—frequently 

opened by grandparents—could not be distinguished from adults.”39
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The trouble all came back to competition. “If we were to enter the field at 

all,” Kennedy explained, “the necessity to be among the first was compel-

ling.” Before Continental launched its plan, one of Kennedy’s subordinates 

argued that if it took the bank fifteen years to recover its start-up costs, the 

expense would be worth it, so long as Continental beat the other Chicago 

banks to market. Zero-sum thinking prevailed. Yet in the plan’s first months, 

even fifteen years might have seemed optimistic. For the six months ending 

June 30, 1967, Continental reported an increase in “other” operating ex-

penses of $7 million from the same period in 1966, a loss equal to 30 per-

cent of the bank’s annual profits. Kennedy attributed the increase to start-up 

costs, especially “a relatively high proportion of fraud losses.” The other Mid-

west banks gushed money too. Three eventually withdrew their cards from 

circulation, reissuing new ones after completing more thorough credit 

checks. “For other banks around the country,” the Wall Street Journal ex-

plained, “the Chicago credit card program could have been a how-not-to-do-it 

demonstration staged for their benefit.”40

Despite the enormous losses and widespread embarrassment of these 

banks, the difference between their experiences and what the rest of the 

banking industry soon endured was one of degree rather than kind. Bankers 

convinced themselves that unsolicited mailing and intense mass promotion 

were indispensable. “A basic formula for success in credit card banking con-

sists largely of two basic ingredients,” the American Bankers Association 

(ABA) reported after surveying card-issuing members in 1967: “1) a bank 

must be consumer oriented; and 2) it must be willing to implement its pro-

gram with vigorous merchandising efforts.” The Federal Reserve offered a 

similar assessment. “All of the banks that we have contacted . . . found it 

desirable in launching their credit card plans to send out cards unsolicited,” 

a Fed official reported. By design, the strategy was seductive and coercive. 

Unsolicited mailing enticed “charge conscious” consumers, feeding their ex-

pectations of widely available credit. To satisfy these expectations, merchants 

had to join card plans. Success required speed and scale.41

Competition created an inescapable cycle, reinforced from above by trade 

groups and card networks and on the ground by local rivals. The ABA found 

that almost half (49 percent) of banks admitted to entering the credit card 

field solely because of competition from other banks. “It is becoming abun-

dantly clear,” wrote a Dallas banker, “that many banks have gone into the 



104 deluge

credit card program as a defensive measure and without first doing their 

homework.” Fear brought on recklessness. The same ABA survey found that 

only 54 percent of banks checked consumers’ credit before mailing unsolic-

ited cards. Congress later heard that closer to 80 percent of banks failed to 

perform adequate credit checks. As the number of card-issuing banks ex-

panded, so did the competition. Gasoline companies and department stores 

mounted aggressive campaigns as well. By 1970, one journalist estimated, 

firms had mailed over 100 million unsolicited cards. With so many cards in 

the mail, bankers discovered, “there’s no good solution to the fraud prob-

lem.” The incidents that made Chicago’s banks the laughingstock of the fi-

nancial press multiplied, year after year, undermining the credibility of the 

industry as a whole.42

Some bankers urged caution, but most ultimately argued that only free, 

unbridled competition would give the public the full benefits of the new 

card plans. Speaking at the ABA conference in March 1967, Bank of 

America president Rudolph A. Peterson called for restraint: “The public is 

becoming confused and more than a little concerned about the unseemly 

spectacle of banks competing frantically to be the first in their region with 

their own particular cards.” He warned of the “credit card hysteria now 

sweeping our industry.” Bank of America, of course, had initiated that hyste-

ria. Peterson could hardly hope to restrain the bedlam that followed. Instead, 

a year later, Marine Midland banker Thomas L. Bailey argued before Con-

gress that “banks should be encouraged to develop new methods of serving 

the credit needs of their communities.” Unimpeded mass distribution was 

essential, Bailey claimed, because “to deny banks without credit card plans 

the privilege of issuing cards unless requested would completely limit this 

business—which is a most natural one for banks.” Driven by competition to 

undertake unsolicited mailing, bankers appealed to competition to defend it. 

Bankers had long faced disadvantages in consumer markets, an area that 

represented their best hope for future expansion. As the proper conduits 

of credit in their communities, bankers believed, they should be encouraged 

in these endeavors. To remain custodians, they needed freedom to also be 

entrepreneurs.43

Arguments for market freedom were met with a rising tide of consumer 

and political anger. Life magazine columnist Paul O’Neil perhaps best cap-

tured the mood in his March 1970 article, “A Little Gift from Your Friendly 
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Banker.” Banks undertook card distribution, O’Neil wrote, “in many cases, 

with a kind of eager innocence which none of them would have counte-

nanced for a moment in firms with which they did business.” O’Neil went 

further. “A few of them, caught up in the excitement of the unfamiliar chase, 

seem to have become as blithely careless of consequences as a drunken 

sailor shooting craps in a Mexican whorehouse on New Year’s Eve.” The ar-

ticle explored the litany of problems caused by unsolicited mailing: fraud, 

fears of impersonal technology, inflation, unsteady gender dynamics, and 

threats to the safety and soundness of irresponsible card-issuing banks, all of 

which spurred new regulatory efforts. O’Neil’s characterization highlighted 

the moral concern many felt about traditionally austere banks pushing credit 

on consumers and called into question whether the credit card business re-

ally was “a most natural one for banks.”44

———

Fig. 4: Banks’ adoption of new financial technologies and the public’s experience of 
mass credit card mailing were given visual form in the illustration that accompanied a 
Life magazine article aptly titled “A Little Gift from Your Friendly Banker.”

Source: Paul O’Neil, “A Little Gift from Your Friendly Banker,” Life (March 27, 1970). Illustration 
by John Huehnergarth.
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In the mid-1960s, the banking industry converged on cards as the road to 

the future, with new computer technologies facilitating low-cost, geographi-

cally expansive consumer financial services. Certainly some bankers traveled 

more warily than others, but once the competitive cycle started the destina-

tion was never in question. The cascading momentum built on several 

fronts. The banking industry, squeezed by the New Deal regulatory order, 

turned to consumer markets with energy—and desperation. As it did so, a 

new generation of bankers, committed to less restrained competition and 

freer markets, assumed leadership. Competition with Diners and American 

Express led bank executives to combine masculine travel and feminine retail 

credit, covering regional and nationwide markets. State and federal geo-

graphic regulations and federal antitrust policy pushed bankers toward net-

work building and shaped the strategies adopted in differently regulated 

markets. Below the surface, network-building bankers harbored even greater 

ambitions. Kennedy argued that cards would “replace on a direct retail basis” 

credit that flowed through merchants or other consumer financial firms. 

With cards, banks could become the center of consumer finance. With uni-

versal credit cards, bankers envisioned universal payment systems under 

their control.

Nevertheless, although bankers presented values like convenience as uni-

versal, their network building evidenced a racial and class politics that fa-

vored high-income, “credit conscious” suburbanites over less affluent, often 

minority inner-city residents. For banks, the road to the future implied a road 

from the past, one inscribed in the geographic legacy of nineteenth-century 

commercial districts and twentieth-century urban industrialization. Banks, 

especially big urban banks, stood immobile in transforming downtowns: 

Continental in Chicago, Midland in Buffalo, Mellon in Pittsburgh, Citibank 

and Chase in New York. White Americans continued their flight to the sub-

urbs. Cities became browner and poorer. Large banks faced a dilemma: en-

gage urban consumers or plot an escape. In different cities, bankers pursued 

different strategies. In the aggregate, large, urban, card-issuing banks built 

networks as conduits to the suburbs. When a Continental banker described 

the “demographics of the ‘best’ credit card customers” as “married . . . with 

family incomes of from $7,000 to $15,000, probably living in high-growth 

areas,” he drew a de facto racial boundary. Fewer than 20 percent of Black 

families earned such high incomes. By prioritizing white suburbanites, 
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bankers increased the pressure to enroll these consumers ahead of their 

competitors. In their fear, they carpet-bombed the crabgrass frontier. They 

also did so at an inopportune time. For while the politics of American cities 

were changing, so were the suburbs. Bankers expected to set the terms by 

which well-off Americans accessed convenient credit, but a rising consumer 

movement soon challenged bank practices. As urban citizens rose to de-

mand economic and racial justice, suburban consumers sought to maintain 

the New Deal’s promise of low-cost, widely available credit.45

In the final analysis, the bank card networks embodied a paradox. Bankers 

designed their networks to embed nationwide card plans within the local ties 

between merchants, consumers, and card-issuing or agent banks. Place still 

mattered. BankAmericard and Master Charge linked circumscribed mar-

kets, they did not overlay them. A Marine Midland Charge Plan, bankers 

believed, was different than a Wells Fargo Master Charge. Credit cards were 

not commodities. Instead, they were grounded in each bank’s market area, 

inextricably linked to the physical edifice of the bank and its branches, where 

consumers and merchants would come to make deposits and engage other 

banking services. But unsolicited mailing set in motion several disembed-

ding forces. It divorced the process of receiving credit from the experience of 

consumption; to access credit, consumers no longer had to endure an inter-

view with a credit manager, “something,” characterized in Bankers Monthly 

as “akin to a prisoner-of-war interrogation.” Credit came in the mail. But 

while bankers hoped cards would still be coupled with their branch offices, 

and through them with the social relationships that undergirded their role as 

responsible guardians of credit, consumers experienced cards differently. 

Like Kennedy’s mysterious “few others,” many consumers were unknown to 

the banks who issued them cards. When bankers bought lists of likely credit 

risks to reach beyond their existing customer base, they eliminated social 

connection in the process. For some consumers, this meant they were less 

careful with their spending and more likely to default. Other consumers 

were outraged that credit invaded domestic space. Over the long term, it 

meant that most consumers associated their credit with the network, Bank-

Americard and Master Charge, rather than the issuing bank. Credit cards 

became commodities, divorced from local markets, and as such tools to 

break down financial localism.46
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“If There Was Ever an Unsound Banking Practice”

Elected in 1928 to represent the piney hills of northeast Texas, Wright 

Patman tirelessly championed the political economy of small finance. As 

chairman of the House Banking Committee beginning in 1963, the populist 

crusader did so with institutional force and authority. For bankers and many of 

his colleagues, “Rep. Don Quixote” was a relic, a gadfly, a crank—an arthritic 

opponent of financial progress. Patman, though, was no fool. He remembered 

well the bank failures that caused the Great Depression; he had made his ca-

reer fighting for fair consumer prices. He grasped the 1960s consumerist re-

vival. When Patman came to the House floor to denounce the onslaught of 

unsolicited card mailing in August 1967, he launched a major fight over bank 

card regulation. Recalling “those catastrophic days of the 1930’s,” Patman an-

ticipated a new source of calamity: “If there was ever an unsound banking 

practice, it has to be the sending out . . . of millions of unsolicited credit cards 

to an unsuspecting public.” Indiscriminate card mailing jeopardized bank sta-

bility. It diverted credit flows from national social priorities. And it endangered 

consumer households. Patman called for a “statutory moratorium on credit 

cards.” He would fight the “credit card racket” for the remainder of his career.1

Patman had reason to worry. From 1966 to 1970, more than one thousand 

banks rushed into the credit card market, mailing tens of millions of unsolic-

ited cards in a mad scramble for market share. The card explosion coincided 

with unprecedented turbulence in the postwar financial system. The 
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fragmented, siloed, and price-controlled financial markets strained under the 

1960s economic boom. Escalation of war in Vietnam added yet more pressure. 

Inflation increased in the red-hot economy. Interest rates followed as the Fed-

eral Reserve tried to cool things down. As it had during the 1950s, tight money 

disrupted the regulatory channels that guided credit toward national priorities. 

During the “credit crunches,” which squeezed tightest in 1966 and 1969, 

money moved in unpredictable ways. The groundswell of Lyndon Johnson’s 

Great Society, meanwhile, generated new demands for scarce credit from poor 

and minority borrowers, who sought access to federal credit programs that had 

subsidized white suburbia. With interest rates up, however, bankers had little 

incentive to participate in government-guaranteed, low-cost lending. Instead, 

where they could, investors and bankers pulled money from low-yielding sec-

tors, like housing, small business, and municipal lending. They pursued the 

highest returns available, snubbing social priorities in pursuit of profit.2

As Congress struggled to rebalance the regulatory structure—to coax and 

compel private lenders to fund public priorities—credit cards piled up. High-

interest bank cards, already the target of state-level price control efforts, be-

came integral to larger debates about preserving the financial structure. Many 

politicians imagined a zero-sum contest for finite resources: credit delivered 

through cards did not build houses or schools. Others viewed consumer 

credit as procyclical, inflationary, and in need of direct federal control. Finan-

cial turmoil also invited regulatory skeptics: They argued that freer competi-

tion, rather than continued regulation, would ease flows of scarce credit. 

Such ideas, however, remained inchoate and marginal. Most lawmakers re-

mained committed to the New Deal’s regulatory priorities—financial federal-

ism, industry silos, and price controls—even as they struggled to make them 

work. Confronted by unpredictable financial flows, Congress shored up the 

regulatory structure with sandbags and particleboard. Lawmakers even 

granted the president new authority to enact peacetime credit controls, enlist-

ing the administration in increasingly difficult credit allocation decisions.3

The 1960s credit crunches made the debates over bank cards more ur-

gent. The sudden and massive shift into cards continued commercial banks’ 

transition from primarily serving businesses to aggressively targeting con-

sumers. Lawmakers, too, saw the road to the future. Few, other than Patman, 

yanked toward the off ramp. Congress’s financial policy community was 

transforming, from a cohort dominated by Southern New Deal veterans like 
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Patman to a new generation of postwar politicians, most prominently Sena-

tor William Proxmire. Unlike their senior colleagues, Proxmire and allies 

like Senator Thomas J. McIntyre (D-NH) had not navigated depression and 

war from seats in Congress. They were open to new regulatory ideas. As they 

grappled with the onslaught of unsolicited cards in the context of turbulent 

financial markets, they sought some middle ground that would at once en-

courage competition and financial innovation, preserve the regulatory struc-

ture, and protect consumers.4

The balance, however, was difficult to strike. On one side, bankers, the 

Federal Reserve, and some Republican politicians argued that bank credit 

cards would benefit consumers. To achieve these benefits, banks had no 

choice but to mail cards to build adequate transaction volume. With time and 

experience, bankers would adjust their practices to match consumer prefer-

ences. Markets would self-correct. Legislative interference would only stifle 

natural market evolution. Consumers, however, along with congressional 

and administration allies, sought safety in the marketplace. Unsolicited 

cards stoked consumer fears about financial insecurity, credit-fueled infla-

tion, and impersonal technology. Bankers pressed cards unbidden into con-

sumer homes, and into the hands of wives, children, and not a few 

irresponsible husbands. One congressman labeled unsolicited cards “finan-

cial pornography.” Criminals also stole cards, exposing consumers to liability 

for cards they had never requested and never seen. None of these problems 

could be solved by more efficient markets; rather, they were the kinds of ex-

ternalities, like environmental degradation and product safety, that the larger 

1960s consumer rights movement sought to sharply limit through regula-

tion. As Congress debated different ways to maintain card mailing in the 

name of competition, consumers, federal agencies, state legislatures, and 

outside experts pushed the process toward limited consumer liability and an 

outright ban on unsolicited mailing. Bankers could proceed down the road 

to the future, but they would do so with guardrails firmly in place.5

The New Deal Regulatory Order in the 1960s

The explosive credit card growth came at a moment of intense concern in 

Congress about the American financial system. Such concerns were not 

new, of course. Since the New Deal, policymakers had struggled to balance 
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targeted policies, which channeled credit toward sectors including small 

business, agriculture, housing, and public borrowing, against the Federal 

Reserve’s blunt monetary tools, which allocated credit by raising or lowering 

overall prices. When the Fed tightened the money supply, critics like Paul 

Douglas and Wright Patman had argued in the 1950s, large firms cornered 

scarce financial resources. In a June 1957 letter to Douglas, Senator Joseph 

S. Clark Jr. (D-PA) explained his party’s position succinctly. “I have no desire 

to leave our social priorities to the market place.” Yet, by relying on private 

lenders to allocate credit-based social provision, liberal policymakers had al-

ready left social priorities in the hands of market actors. At best, well-

designed policies would align private interest with the public good. The 

Commission on Money and Credit, established by Eisenhower in 1958, ar-

rived at different conclusions. It favored liberalizing financial rules in order 

to free up credit and stimulate economic growth. Although President John F. 

Kennedy praised the commission’s report upon its release in 1961, Congress 

ignored its recommendations. By the mid-1960s, the CMC was largely 

forgotten.6

The problems, however, remained. The credit crunch of 1966, the first 

major financial crisis of the postwar era, validated many of the predictions of 

the CMC report. For example, declining commercial bank profitability led 

these firms, especially those that were large and publicly held, to expand 

their balance sheets. As corporate, household, and municipal borrowing in-

creased during the 1960s boom, interest rates and inflation climbed steadily 

higher. The Fed sought to temper credit growth by increasing the legal re-

serves banks held against their loan portfolios. Raising reserve requirements, 

however, only compounded banks’ scramble for funds to meet existing 

loan commitments. Demand for money rose. So did its price. By June 1966, 

market interest rates exceeded what banks could legally pay on large-denom-

ination certificates of deposit (CDs) and consumer savings accounts. Inves-

tors sought higher returns elsewhere. Funds fled the banking system. 

Bankers responded in two ways. First, they offered smaller, negotiable CDs, 

diverting consumer savings from thrift institutions. Thrifts, which special-

ized in low-interest home mortgages, could not readily offer high-interest 

deposits. Money moved from thrifts to banks; mortgage lending froze. Sec-

ond, banks stopped investing in low-yield municipal bonds, freezing that 

market as well.7
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At once, the credit crunch affirmed the convictions of regulatory advocates 

and critics. In commercial bankers’ aggressive pursuit of funds, congressio-

nal Democrats saw proof that big banks would always favor big business over 

small borrowers. By leaving financial markets to sort the winners and losers 

of tight credit policy, the Fed likewise appeared to favor large corporations 

over national social priorities. Democrats renewed calls for controls that 

placed credit allocation in the hands of policymakers, not markets. For bank-

ers and their allies, the crunch held the opposite lesson. The system’s regula-

tory priorities were the problem; more controls were not the solution. In the 

wake of the crisis, Congress sought to satisfy both sides. It adjusted federal 

limits on deposit interest rates (Regulation Q), giving thrifts a slight deposit-

rate advantage over commercial banks. Congress also authorized federal 

bank supervisors to adjust deposit ceilings, enabling them to forestall rapid 

movement of deposits—a process called disintermediation—between finan-

cial sectors. The law, though, had to be renewed biannually, forcing congress 

to constantly revisit debates about financial regulation. As inflation and in-

terest rates reached new postwar highs year after year, frustration mounted 

on all sides. Bank cards, which appeared to channel credit away from social 

priorities and toward high-interest consumer borrowing, added fuel to this 

volatile mix. Liberal lawmakers did not trust banks to begin with. Unsolic-

ited card mailing cemented these views.8

Unsolicited Mailing Comes to Congress

Bank card plans drew congressional attention during the Truth-in-Lend-

ing debates. In House hearings in August 1967, Betty Furness, the Johnson 

administration’s special assistant for consumer affairs, recounted her experi-

ence receiving two unsolicited cards from the First National City Bank of 

New York (Citibank). To launch its “Everything Card” that summer, Citibank 

mailed more than a million cards in and around New York City. “I bitterly 

resent having the card,” Furness explained. “I did not ask for it, I do not want 

the card, and when you think of the unwise hands those cards fall into, it is 

a shocking thing.” William Windall (R-NJ), the subcommittee’s ranking Re-

publican, agreed. He urged his colleagues to investigate “mailing out [cards] 

without anybody looking into the background of the person.” By then, na-

tional media had trained its spotlight on the madcap mailings in Chicago 
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the previous winter, while banks continued to inundate their local markets. 

Eager to halt further mass mailing, Patman introduced legislation prohibit-

ing FDIC-insured banks from issuing unsolicited cards. Mass mailing, 

Patman argued, endangered bank safety and through federal deposit insur-

ance it risked taxpayer dollars. With public criticism mounting, Patman’s 

gambit earned wide approval. Even the Wall Street Journal endorsed his 

goals: “Mr. Patman’s idea would make bankers seem more like responsible 

businessmen. That impression surely has not been enhanced by the seem-

ing carelessness of the scattergun mailings.”9

Patman convened hearings in November 1967 as a show trial for unsolic-

ited mailing. Ostensibly, participants debated the risks of financial innovation 

and considered which groups—consumers, bankers, or taxpayers—should 

bear them. Patman, however, as an aide later wrote, was determined “to strike 

at the heart of the bank credit card system.” The New Dealers had designed 

the political economy of small finance to limit the market power of financial 

firms. With cards, Patman argued, big banks sought to “totally dominate con-

sumer credit.” Card issuers stood between consumers and merchants, collect-

ing charges from both. As Patman put it, “I think the banks, ever since the 

moneychangers were driven out of the temple of God, have been trying to 

perfect some plan whereby they can collect from both sides.” Inflation was the 

likely outcome. Consumer prices would necessarily rise to pay the new finan-

cial middlemen.10

Bank cards, other critics feared, threatened the tenuous balance between 

ensuring widely available credit and protecting consumers from unsustain-

able debt. Leonor Sullivan (D-MO), architect of the House’s ambitious Truth-

in-Lending bill, observed that “these cards are a tremendous temptation when 

they get into the wrong hands.” By the “wrong hands” she meant what Fur-

ness termed the “compulsive buyer.” “It is usually those least able to handle 

and understand credit—the poor, the uneducated—who become the most 

hopeless addicts,” Furness had explained. Patman endorsed this critique. 

Cards were “anti-thrift.” Impersonal technology compounded the danger. 

Banks’ use of “automatic data processing equipment,” Patman warned, meant 

“numbers will displace persons’ names.” Depersonalized credit encouraged 

households to sink into debt. Outraged consumers demanded action. “I pro-

test violently your act of endangering my financial security, credit rating, and 

peace of mind,” a North Carolina consumer wrote his local bank, forwarding 
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a copy to Furness. “If this is not illegal on your part, it should be.” Members 

of Patman’s committee received “many letters from constituents . . . protest-

ing the credit card issued to them unsolicited from various banks.” Credit 

card mailing, the Banking Committee feared, was completely out of control.11

To committee members, mass card mailing appeared random and indis-

criminate, upsetting their notions of creditworthiness as elementally individ-

ual, rooted in the work and responsibility of the male head of household. For 

the middle-class, white, married men that served as the ideal type of credit-

worthiness, borrowing carried the cultural freight of personal honor and self-

worth—what Patman called “honest and honorable” credit. Creditworthiness 

reflected prudence, diligence, and care, not something mailed to every family 

on the cul-de-sac. Credit and individual identity were inseparable. Bank so-

licitation flattened distinctions between households. By targeting female de-

pendents, banks also undermined male household authority. “My wife and 

my two teenage daughters have these cards and it tends to make me nervous,” 

Tom Gettys (D-SC) observed. Furness, a former actress and Westinghouse 

spokeswoman, fretted about her own capacity to use cards responsibly. “I am 

only a girl and I have more than nine credit cards. I use a great many of my 

credit cards, and I use them with joy and I hope with wisdom.” As bank cards 

cascaded into consumer mailboxes, committee members determined, they 

undermined the solvency and social foundations of American households.12

The growing threat of credit card crime compounded consumer anxiety. 

By mailing tens of millions of cards, banks provided easy targets for crooks 

and con artists. When thieves lifted cards from the mail, they appropriated 

consumers’ identities. When thieves used stolen cards, they exposed con-

sumers to liability for credit charges, often on cards consumers had not re-

quested—or even anticipated. Banning unsolicited mailing, Patman argued, 

would solve the fraud problem. Yet widespread card use meant that card 

fraud already exceeded the scope of unsolicited mailing; thieves stole cards 

from wallets as well as from envelopes. Consumers feared financial liability 

for charges made with lost or stolen cards. Card issuers and merchants 

squabbled over fraud losses. Some lawmakers believed only strong criminal 

sanctions would deter card criminals. Building on a campaign led by Ameri-

can Express, two committee members introduced bills to “prohibit transpor-

tation, use, sale, or receipt, for unlawful purposes, of credit cards in interstate 

or foreign commerce.” Fraud provisions, however, were outside Patman’s 
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legislative jurisdiction. They belonged to the House Judiciary Committee, 

where similar legislation had stalled since the early 1960s.13

Faced with mounting consumer concerns, federal bank officials urged 

calm, caution, and patience. Congress, they argued, should permit banks to 

innovate. “We need to be careful,” Federal Reserve governor Andrew Brim-

mer cautioned, “not to discourage banks from experimenting in developing 

improved ways to serve the public.” Brimmer, the Federal Reserve’s first 

Black governor, headed the system’s Task Group on Bank Credit-Card and 

Check-Credit Plans. Some early initiatives, he acknowledged, had been 

flawed. With Fed guidance, Brimmer assured, bankers would learn from 

their colleagues’ mistakes. Officials were paying close attention, collecting 

data, and documenting best practices. “Given the fact that plans are just de-

veloping, the practices are just unfolding, and we are still in the process of 

innovation, should we not permit some time for the practices to settle down 

so that the best of the practices become the general practices?” Brimmer 

asked. Through constant engagement with banks, federal oversight officials 

were better positioned than Congress to guide that process. Brimmer ap-

pealed to the ideal of fair competition. Many banks had already launched 

card plans using unsolicited mailing. Prohibiting the practice would advan-

tage those incumbents over new entrants. Bankers, their federal supervisors 

argued, could weigh the risks.14

Oversight officials urged congressional inaction until the Fed completed 

its bank card study. “Time is available—and we think it should be used,” 

Brimmer argued. After two days of hearings, Patman’s committee accepted 

the wait-and-see approach. (Patman later blamed Fed officials for preventing 

him from nipping card mailing in the bud.) Over the next several months, 

numerous lawmakers introduced or cosponsored legislation to mitigate the 

worst features of unsolicited mailing without eliminating the practice and, 

with it, competition. As Senator Walter Mondale (D-MN) argued, introduc-

ing legislation in December 1967, “Some form of Federal regulation is re-

quired that will not hamper the generation of new business.” While Congress 

waited on the Federal Reserve, banks flooded the mail with plastic.15

In July 1968, the Fed Task Group on Bank Credit-Card and Check-Credit 

Plans released its report, drawing congressional attention back to unsolicited 

mailing. The Fed offered a wide survey of bank card plans. It explored their 

impact on bank operations and market structure, along with their implications 
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for consumers. The task group endorsed bank cards as a valuable service 

and argued that banks should be allowed to advance credit innovation. The 

report raised and dismissed the concerns of Patman and other card critics: 

cards did not raise consumer prices, lead consumers to make larger purchases, 

draw consumers easily into debt, or contribute significantly to inflation. 

Such fears reflected inexperience. They would pass with practice and time. “In 

the final analysis, of course, it is the consumer who stands to benefit most from 

the heightened competition arising out of bank cards,” the task group reported. 

Ensuring competition meant preserving unsolicited mailing. In this, the Fed 

fully adopted bankers’ claims that mailing was the only reliable way to launch 

a card plan. “Admittedly,” the report concluded, “unsolicited cards are a 

nuisance to some recipients, but the problem is not large over-all.” For bank-

ers, the Fed’s report constituted a full-throated endorsement of unsolicited 

mailing.16

William Proxmire did not accept the Fed’s judgment, and in October 1968 

he convened hearings to consider the report’s findings and to build support 

for a regulatory agenda that would allow competition while rebalancing risk 

among consumers and card issuers. Proxmire was sensitive to bankers’ ar-

guments that banning card mailing would advantage incumbent firms. As 

lead Senate sponsor of the recently enacted Truth-in-Lending Act, Proxmire 

shared Paul Douglas’s faith that informed consumers, acting in transparent, 

competitive markets, were their own best advocates. To maintain competi-

tion among card issuers, Proxmire opposed a ban on unsolicited mailing. 

Instead, he favored a two-pronged approach: first, requiring card issuers to 

screen potential recipients against a uniform set of credit standards; and 

second, shifting most financial risk from lost or stolen cards from cardhold-

ers to card issuers.17

As with Patman’s hearings, Proxmire’s considered an avalanche of con-

sumer concerns; they also focused attention on difficult questions surround-

ing credit access, creditworthiness, and credit risk that had been central to the 

Truth-in-Lending debates. At that time, consumer and labor groups accepted 

that low prices would limit credit access for borrowers deemed less creditwor-

thy. Similar concerns emerged in the Banking Committee’s investigations of 

Black urban unrest, which revealed the sharp credit practices of many “ghetto” 

retailers. In both contexts, arguments that competition would make credit 

more widely available at lower prices ran headlong into deeply entrenched 
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assumptions about which groups were inherently creditworthy. Proxmire 

probed these issues further. Although bankers primarily targeted middle- and 

upper-income consumers, unsolicited cards reached borrowers further down 

the income scale. The national reliance on consumer borrowing—through 

home mortgages, auto loans, and retail credit—created risks for moderate-

income households. Many teetered on the edge of insolvency. At the margins 

of the affluent society, bankruptcies increased year after year, from just over 

10,000 in 1947 (that is, 11 filings for every 100,000 Americans aged twenty 

and over) to more than 190,000 in 1967 (161 per 100,000). For struggling 

households, a federal bankruptcy official explained, an unsolicited card 

“comes like a gift from heaven.” In their courtrooms, bankruptcy judges saw 

how the unrequested lifeline, carrying unrequested financial risk, often pulled 

struggling families into bankruptcy.18

Consumer advocates pressed these arguments, portraying unsolicited 

cards as an acute danger to consumer households. Betty Furness accused 

banks of turning consumers into “hopeless addicts.” Unsolicited cards were 

like a drug—one that could ruin the lives of families as well as individuals. 

Bank cards were uniquely addictive, others argued, because banks were mo-

tivated to keep consumers in debt. “There is a reverse incentive for the bank 

to try to get people who are not going to pay promptly to take the credit card,” 

Proxmire observed. Law professor Eric E. Bergsten developed this point. Re-

tailers used card plans to facilitate goods purchases, on which the retailer 

profited. Travel cards, like American Express, profited from high merchant 

discounts and annual fees paid by cardholders. They did not allow customers 

to run balances. “It may be that it is only with the bank cards that we are 

talking about the credit aspect of credit cards being a significant feature,” 

Bergsten explained. Banks, Proxmire and Bergsten surmised, benefited 

from putting consumers into high-interest debt and keeping them there. 

Proxmire advocated for “some minimum standard of credit worthiness,” to 

protect the “low-income,” “slow payer . . . who will be lured in.” More than 

half of banks, the committee learned, mailed cards without performing ad-

equate credit checks. Only responsible consumers should receive addictive 

cards, and bankers could not be trusted to sort the risks themselves.19

The framework of creditworthiness and responsibility, which would remain 

consistent throughout the unsolicited mailing debate, obscured the deeper 

mechanisms that at once made consumer debt necessary and dangerous for 
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American households. Credit, channeled by the public-private welfare 

state, provided essential rungs up the social ladder, but only for households 

fortunate to enjoy stable employment and rising incomes. Creditworthiness 

was structural. Access to high incomes and government support fell unevenly. 

So did the risks of credit-financed abundance. The language of responsibility 

hid these fundamental inequalities, rooting them in the agency of individuals 

rather than in the underlying economic and social structure. Rising bankrupt-

cies cracked the picture window. Instead of reevaluating credit-fueled abun-

dance, liberals like Proxmire, who favored more active market competition, 

doubled down on personal responsibility. It had to be deadbeats not paying 

their bills. The alternative—that credit-based social provision was flawed—

remained unthinkable. Bank cards entered at the boundary of this system, 

and Proxmire and his colleagues were genuinely conflicted about how they 

fit. Were cards, by facilitating consumer spending, consistent with national 

social goals? Did cards, by introducing new risks of indebtedness and bank-

ruptcy, undermine them? Proxmire’s proposal placed cards on a spectrum 

of credit citizenship, where creditworthiness (i.e., social class) determined 

access to affluence. Protecting the low-income, slow payer from bankruptcy 

protected the integrity of the system. It did so by placing the government, 

rather than private lenders, in the business of drawing visible lines between 

borrowers.20

Proxmire’s credit standards proposal proved controversial, and he was on 

steadier ground with cardholder liability. In this, Proxmire looked to recently 

enacted laws in Massachusetts and Illinois, which limited cardholder liabil-

ity for lost or stolen cards. As “laboratories of democracy,” in Justice Louis 

Brandeis’s famous phrase, states often developed novel regulatory policies 

ahead of federal lawmakers. Here, state legislatures responded to state-level 

court decisions, which tended to hold cardholders liable for charges made on 

lost or stolen cards. These decisions reflected a major shift from rules gov-

erning checking accounts, explained Massachusetts Consumers’ Council 

representative (and co-drafter of the UCCC), William Willier. Liability for 

check forgery rested squarely with banks. To distribute fraud risk more ap-

propriately between consumers and lenders and to encourage both to protect 

card systems, Massachusetts limited cardholder liability to $100. In theory, 

consumers, facing $100 liability, had a significant incentive to report miss-

ing cards to issuers, after which they were not liable for further charges. The 
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law also deterred reckless card solicitation, since it shifted the risk of mail 

theft squarely onto banks.21

Proxmire also heard from federal bank officials, who created and enforced 

regulatory standards, and from bankers, who had to abide by them. Brimmer 

echoed the findings of the Fed’s report. Focusing on banks’ mailing of 

cards without prior credit checks, Proxmire asked: did the Fed want author-

ity to create minimum standards of creditworthiness for unsolicited card 

recipients? Brimmer demurred. Such authority was unnecessary. Thomas L. 

Bailey, vice president of Marine Midland Bank, responded more forcefully. 

Bailey’s bank had provided the Fed with its most systematic evidence for 

unsolicited mailing’s effectiveness (the fact that Midland had built the na-

tion’s second largest card plan before 1966, without unsolicited mailing, 

went unremarked).22 “Problems associated with the mailing of credit cards 

are being solved by the banks themselves,” Bailey assured the subcommit-

tee. Like banning unsolicited mailing, fixing credit standards would only cre-

ate a “competitive disadvantage” for banks not already in the market. 

Although they agreed about the efficacy of competition, Brimmer and Bailey 

disagreed about consumer liability for lost or stolen cards. Brimmer en-

dorsed legislation to limit consumer card liability: “The liability on the cus-

tomer should be small, inasmuch as the issuers are better able to bear the 

losses and control them.” Banks’ policies on fraud losses were designed 

in consumers’ interests, Bailey countered, and state laws could provide 

adequate protection. Consumers could also look to the market:  “Low-cost 

credit card insurance is available to holders of all types of credit cards,” 

Bailey observed.23

Following the hearings, Proxmire drafted legislation designed to protect 

consumers from the most harmful aspects of unsolicited card mailing without 

erecting insurmountable barriers to bank card competition. The bill, which 

Proxmire introduced with ten cosponsors in January 1969, required the Fed to 

set guidelines for unsolicited card mailing, including credit checking proce-

dures. It also included a limited cardholder liability provision, as pioneered in 

Massachusetts. Proxmire incorporated his unsolicited mailing bill into a com-

prehensive strategy, which he explained in Banking in April 1969. Card mail-

ing, as testimony before both Patman’s and Proxmire’s committees revealed, 

threatened consumers’ credit ratings. Impugned credit, in turn, denied con-

sumers access to basic credit citizenship. Proxmire introduced a separate bill, 
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the Fair Credit Reporting Act, to authorize consumers to access their credit 

reports and “protect themselves against arbitrary, erroneous, and malicious 

credit information.” As with Truth-in-Lending, Proxmire believed that in-

formed consumers could make competitive markets work better, without 

questioning the fundamental premise of credit-financed social policy. He 

also recognized the growing popularity of pro-consumer politics. Proxmire 

introduced a “whole series of consumer protection bills,” complained Wallace 

Bennett, Proxmire’s perpetual opponent on the Banking Committee, “whose 

real purpose is not consumer protection but Proxmire election.”24

The Credit Control Act

As card regulation gained momentum in congress, national credit mar-

kets remained unsettled. The card debate dovetailed into wider concern 

about how to ensure that the financial system supported national policy 

goals without causing inflation. By the late 1960s, the U.S. economy had 

never been stronger. Businesses continued to invest, especially in new, high-

tech industries. Government spending, through Lyndon Johnson’s Great 

Society programs and the escalating war in Vietnam, remained high. On 

the back of this stimulus, the unemployment rate fell below 4 percent in 

February 1966. It remained there until the end of the decade. Robust eco-

nomic activity, however, fueled inflation and continued financial disrup-

tion—what economist Hyman Minsky termed the “transition to turbulence 

and fragility.” Inflation, held to just below 3 percent in 1966 and 1967, 

jumped to 4.2 percent in 1968, and to 5.4 percent in 1969. Rising prices and 

tight monetary policy stoked rising interest rates. Markets for home mort-

gages, municipal bonds, and other priorities remained, in Minsky’s polite 

phrase, “disorganized.” Republican Richard M. Nixon, elected president in 

November 1968, shared his predecessors’ commitment to low-cost finance, 

especially for the Silent Majority’s suburban mortgages. Yet Nixon offered 

little new policy substance. He filled his administration’s core economic 

posts with bankers, including Continental’s president David Kennedy as 

Treasury secretary. Administration officials, in turn, sought vague regulatory 

“flexibility” to better nudge capital to and fro. Like Dwight Eisenhower, Nixon 

also organized a presidential commission to study the financial system. 

In the meantime, he left the difficult credit allocation decisions to Congress 
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and the Federal Reserve, which continued to pull markets in competing 

directions.25

After the 1968 election, Democrats maintained control of Congress and 

the legislative agenda. Without administration guidance, lawmakers strug-

gled to cope with rising credit prices. The New Dealers designed their finan-

cial reforms in the 1930s to bring idle credit into circulation. In the early 

postwar years, national expectations solidified in an environment of inex-

pensive and abundant credit. Now, the nation’s social priorities and credit-

dependent interest groups remained. Indeed, they expanded as Congress 

made new promises of mortgage access to Black Americans in the 1968 

Housing Act. Credit, however, had become expensive and scarce. The politi-

cal task of balancing competing interests grew more onerous. In early 1969, 

lawmakers sought to shift some responsibility onto the administration, of-

fering Nixon unprecedented financial power. The Credit Control Act (CCA), 

advanced by Proxmire in the Senate and Patman in the House, authorized 

peacetime credit controls similar to those actively employed in other devel-

oped economies. Whenever the president determined controls were neces-

sary for “preventing or controlling inflation,” he could authorize the Federal 

Reserve “to regulate and control any or all extensions of credit.” Republicans, 

led by Nixon, objected to new power that “the administration did not request 

and does not desire.” Democrats, however, viewed controls as necessary for 

mediating inflation, rising interest rates, and social priorities. A House re-

port stated the matter clearly. “The unrestricted extension of particular forms 

of credit in excessive volume, based only on the highest interest rate credi-

tors can obtain not only raises the level of interest rates” but also distorts “the 

whole credit picture. Short of direct lending by government itself, there is no 

mechanism available for channeling credit into those activities which na-

tional policy requires.” Lawmakers could not contemplate direct government 

lending. Under the still dominant New Deal framework, private lenders, 

whether enticed or coerced, were responsible for directing credit toward the 

public good.26

In their fight against rising prices and expensive credit, congressional Dem-

ocrats believed credit controls and a mass-mailing ban would work in tandem. 

By putting millions of cards into consumer hands, unsolicited mailing pres-

sured small businesses to accept bank credit, raising their costs. At the same 

time, small business owners had to pay higher rates on business loans, mean-
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ing they paid bankers more to stock their shelves and to sell their goods. 

Higher credit prices, plus high credit card service costs, meant higher con-

sumer prices. Some Democratic lawmakers hoped the administration would 

use the Credit Control Act to restrain inflationary consumer borrowing. “I am 

sure,” Leonor Sullivan contended, “most Americans would be willing to forego 

or postpone some unnecessary purchases.” Days before Congress enacted the 

CCA, Proxmire likewise expressed outrage at the inflationary behavior of card-

issuing banks. “It is ironic,” the senator inveighed, “that in these inflationary 

times commercial banks continue to send out still more credit cards urging 

the consumer to buy more at a time of 18 percent-a-year interest.” Proxmire 

urged fellow lawmakers to “bring unsolicited credit cards under control.” De-

spite his reservations, Nixon considered invoking credit control authority but 

ultimately declined. The authority, though, remained available. In time, one of 

Nixon’s successors would use it to bring cards to heel.27

Proxmire Takes Charge

Congressional inaction on unsolicited mailing opened the door for con-

sumer advocates elsewhere in the federal government. In May 1969, the 

Federal Trade Commission (FTC) entered the fray, announcing a proposed 

rule barring unsolicited card mailing. Paul Rand Dixon, a former counsel for 

the Senate Antitrust and Monopoly Subcommittee, headed the FTC. Ap-

pointed by John F. Kennedy in 1961, Dixon transformed the commission 

from a lethargic patronage repository into an alert consumer watchdog. Al-

though consumer advocates like Ralph Nader criticized the agency for inac-

tion, in the 1960s Dixon expanded its autonomy and ambitions. The agency 

issued important consumer rules, including on cigarette labeling, and it had 

sought authority to craft Truth-in-Lending guidelines. Action on unsolicited 

mailing reflected the agency’s new assertiveness. It also revealed the grow-

ing scope of consumer anger: the FTC received more than one thousand 

consumer complaints about the deluge of credit cards arriving in their mail. 

Yet the agency’s proposed rule also threatened to create a major disparity. 

The FTC could not regulate banks, and its rule, ironically, would advantage 

bankers over retail and other card issuers.28

Despite these potential problems, the Nixon administration supported 

FTC action. Like Kennedy and Johnson, Nixon embraced emergent consumer 
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politics, recognizing, as his Democratic rivals had, consumerism’s strong pull 

in the affluent suburbs. To this end, Nixon appointed Robert Meade director 

of legislative affairs for the President’s Committee on Consumer Interests, 

replacing Betty Furness as the White House’s consumer liaison to Congress. 

Before his appointment, Meade had headed the Massachusetts attorney gen-

eral’s Consumer Protection Division, where he had enforced the state’s Truth-

in-Lending law and other consumer financial protections. Meade was 

exceptionally qualified to address unsolicited mailing. At FTC hearings in 

September 1969, Meade argued that consumers were justifiably concerned 

about card mailing on two counts: first, “the [moral] principle involved,” and, 

second, “the direct problem of jeopardy to his credit rating.” Meade made the 

administration’s position clear: “unsolicited credit card mailings should be 

prohibited.” Although the FTC could not regulate banks, Meade was not de-

terred. “Strong Federal Trade Commission regulation,” he argued, would 

“prompt hearings on the practice as carried out by establishments not under 

FTC jurisdiction.” Strong FTC regulation would force Congress to act.29

Retailers and other card issuers decried the FTC rule, especially since 

bankers’ recklessness had sparked the public outcry. After describing Mont-

gomery Ward’s rigorous credit screening and fraud prevention procedures, 

the department store’s representative argued, “The banks . . . have drawn the 

most attention and been subjected to the greatest criticism.” Yet, “under the 

proposed rule, banks . . . are, with impunity, free to engage in mass mailings 

of unsolicited credit cards.” Bankers, “as a matter of principle,” also opposed 

the FTC’s rule. In letters and testimony, they uniformly invoked the Federal 

Reserve’s conclusion that generating a viable customer base required mass 

card mailing. Bankers downplayed consumer concerns and took little re-

sponsibility for problems, like card fraud, caused by unsolicited mailing. In-

stead, they blamed the Post Office, arguing that postal officials were not 

doing enough to protect the mail. Fed officials continued to support the 

bankers. Speaking before a banking group two week after the FTC hearings, 

Brimmer insisted again that federal bank examiners, informed by the task 

force study, were guiding bank managers to adopt appropriate practices. The 

invisible work of bank oversight, though, offered small defense against the 

growing consumer outcry.30

Members of Congress recognized the implications of FTC action and, con-

current with the agency’s hearings, moved to address card mailing. The 
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House Postal Subcommittee, which led the regulatory effort in that chamber, 

focused not on banning unsolicited mailing outright but on requiring firms 

to send cards by registered mail. The subcommittee pursued this approach in 

light of its ongoing efforts to regulate another form of unwanted mail: porno-

graphic solicitations. Throughout the late 1960s, the subcommittee held con-

stant hearings on the “Offensive Intrusion of Sexually Oriented Mail.” 

Pornographers, the committee learned, bought consumer lists from compa-

nies that specialized in mass-mail marketing and widely distributed explicit 

advertisements, hoping for a small but profitable uptake. These practices 

were not exclusive to porn: consumer information, compiled, categorized, 

and sold by mass mailing firms, facilitated an onslaught of direct mail adver-

tising. American consumers were drowning in junk mail; pornography was 

merely the most contemptable case. Banks, buying lists and mailing cards, 

operated a similar model. Although the subcommittee heard many of the 

concerns raised during the Patman, Proxmire, and FTC hearings—card 

mailing encouraged “families to go too deeply into debt” and facilitated 

“criminal activities”—members invariably read unsolicited cards through the 

lens of porn. One subcommittee member criticized the “promiscuous use of 

credit cards.” Another warned that “the mailing of unsolicited credit cards is 

much more serious and sometimes more unsettling than pornography.” This 

rhetoric paralleled fears of credit temptation, but more specifically it reflected 

concerns about consumers’ rights to privacy. Firms surveilled and commodi-

fied consumer households. They sold private information to other busi-

nesses, which invaded private space with unwelcome solicitations.31

Because Postal Subcommittee members conceptualized pornographic 

and card mailings as parallel problems, they applied the subcommittee’s 

same regulatory approach to both. In 1967, Congress authorized consumers 

to insulate their households from “erotically arousing or sexually provoca-

tive” mail by prohibiting senders from mailing to them. Mass-mailing firms, 

however, challenged the law on free speech and other constitutional grounds. 

With the outcome uncertain, lawmakers pivoted and sought to make porno-

graphic mailing “economically unfeasible,” requiring advertisers to use 

more expensive registered mail. The subcommittee applied this approach to 

cards, while also requiring card-bearing envelopes to read “unsolicited credit 

card—addressee may refuse,” enabling recipients to reject cards outright. 

Competition shaped this approach as well. Informed consumers could shield 
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their households from unwanted intrusion without shutting down card mar-

keting entirely.32

When the subcommittee met in November 1969, administration witnesses 

urged an outright prohibition of unsolicited card mailing. Robert Meade re-

peated his concerns about morality and consumer risks. Registered mail failed 

to address these problems. Speaking for the administration, Meade explained, 

“We believe that the most effective solution . . . would be . . . restrict[ing] the 

mailing of unsolicited credit cards without exception.” Seymour Rotker, a 

Bronx district attorney, along with the Post Office general counsel and chief 

postal inspector, shared Meade’s concerns. Rotker and the postal officials had 

been policing card fraud since mass mailing began in 1966. They had cooper-

ated with card issuers, identified best mailing practices, and built lines of com-

munication with bankers. Nevertheless, banks appeared willing to accept fraud 

losses to the extent that the costs required to prevent fraud were greater than 

the losses themselves. Banks, though, did not bear costs alone. Private actions 

necessarily placed demands on public resources, especially on the Postal In-

spection Service, which investigated and prosecuted credit card crime. Bankers 

continued to reject calls for regulation, now with vehemence. Representing the 

Midwest Bank Card System—the network of Chicago banks responsible for 

the 1966 fiasco—Earl Pollock challenged every critique leveled against banks’ 

mailing campaigns as he sought to shift blame from banks to the government. 

The imposition of an unsolicited mailing ban, Pollock insisted, “would repre-

sent simply a tacit admission that the Post Office Department is incapable of 

safely transporting such mail.” Subcommittee members objected to Pollock’s 

charge. The hearings dissolved in acrimony.33

Before the House Postal Subcommittee finished its work—it held additional 

hearings in early 1970—Proxmire convened hearings to consider his unsolic-

ited mailing bill. The FTC ban worried Proxmire. He continued to believe that 

transparent, competitive markets best served consumers. A ban would protect 

banks that had used unsolicited mailing to build large customer bases; it 

would reward bad behavior with monopoly power. Proxmire and ally Thomas 

McIntyre struggled to balance protection and competition. The senators tested 

different ideas on a parade of consumer, agency, and industry witnesses. They 

suggested mandating a “positive pre-mailer,” a solicitation that would require 

a consumer to mail back an acceptance before an offered card was issued. 

They considered requiring issuers who had already used unsolicited mailing 
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to renew these cards at consumer request. There was no middle ground. Con-

sumer advocates demanded an outright ban. Banks and retailers pushed the 

subcommittee to avoid regulations altogether.34

Proxmire scheduled additional hearings for Friday, December 5, but Sen-

ate Republicans employed an archaic procedural rule that prohibited com-

mittees from meeting while the full Senate was in session. As they had with 

Truth-in-Lending, Senate Republicans resisted Proxmire’s efforts. They 

knew the issue was too popular to vote against and hoped that, through de-

lay, they would never have to vote at all. Proxmire outflanked them, taking 

the unusual step of convening hearings on Sunday, when the Senate was out 

of session. Wallace Bennett, the subcommittee’s ranking Republican, “al-

most fell out of his chair.” As Ken McLean, the committee’s professional 

staff member, recalled: “A hearing on Sunday! . . . He thought this was sacri-

legious.” Proxmire opened proceedings with a moment of silent prayer to 

appease those with religious sentiments. He then got down to business. The 

FTC and postal hearings had generated significant media attention. Con-

gress, the administration, and federal agencies appeared ready to converge 

on significant card regulation. Proxmire had the spotlight. As McLean re-

called, “It was a Sunday, so it was the only game in town . . . there were doz-

ens of reporters . . . and TV cameras.” Proxmire and McLean would not 

waste the opportunity. They had a surprise in store. But before they could 

spring it, the Nixon administration delivered a surprise of its own.35

Meade appeared first and initially offered unremarkable testimony. He be-

gan as he had with the FTC and the House Postal Subcommittee, recounting 

the importance of consumer credit in the economy and the sudden recent 

rise of the bank card industry. He repeated his objections to unsolicited card 

mailing. He assured that “the problem is one which is most appropriate for 

Federal Regulation.” Previously, however, Meade had called for restricting 

unsolicited card mailing “without exception.” Now he urged a “limited pro-

hibition on the mailing of unsolicited cards.” Previously he had known what 

regulatory actions to take. Now he asked for time to study which method 

would be most appropriate. Proxmire was incensed. “You apparently have 

changed your position,” he snapped after Meade delivered his statement. 

“This seems,” Proxmire continued, “to be a program of delay.”36

Meade was in a tough spot, and not one of his making. In the weeks prior to 

the hearings, Meade had requested clearance from the Nixon administration to 
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send Congress a strong consumer bill restricting unsolicited mailing, requir-

ing accepted cards be sent by registered mail, and limiting consumer liability 

for unauthorized card use. As Meade explained when he presented his plan, 

“Point is: Administration has taken position favoring restrictive feature of” the 

House Postal Subcommittee bill, and “will be required to take position on lia-

bility feature in [Proxmire’s bill] S. 721. Since the Administration will be thus 

committed anyway, and since this is a persistently high consumer frustration, 

we believe Administration should go ahead and introduce its own bill.” Instead 

of cementing Nixon’s pro-consumer stance, Meade’s memo focused critics and 

turned the administration against the legislation. In the internal debates, the 

Council of Economic Advisers attacked both the unsolicited mailing restriction 

and the limitations on consumer liability. The Commerce Department also 

objected and suggested rolling study of card mailing into the National Com-

mission on Consumer Finance, a body authorized by the Truth-in-Lending Act. 

Doing so would let the administration capture the issue and control its out-

come. Although administration officials initially decided they “could afford to 

support the consumerists on this one,” more important interests intervened. 

Meade, to that point a forceful advocate for consumer protection, would have 

to take a different tack.37

Sitting across the committee room from Meade, Proxmire did not know 

that an earlier failure of communication within the White House had led 

Meade to slow walk the legislative process. Meade’s flip, though, was em-

blematic of the very challenges Congress faced: Nixon administration offi-

cials had no idea what to do about credit cards. They wanted time to strike 

the right balance between regulation and competition, and they wanted to 

capture the political credit for protecting consumers.

Proxmire would give them neither. Before the hearing, McLean had 

handed Proxmire an unsolicited card the senator had received from the North 

Carolina National Bank, along with a large pair of scissors. As he admon-

ished Meade for flip-flopping, Proxmire pulled out the card and began cut-

ting it into pieces. “This is a difficult process,” the senator observed, “I 

imagine some consumers of the fair sex might have difficulty cutting up 

this credit card.” Proxmire, scissors drawn, appeared on the front page of the 

New York Times. News accounts reported the administration’s change in pol-

icy, though they were more concerned with the testimony that organized 

criminal groups were paying top dollar for lost or stolen cards. Ultimately, 
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by December 1969 a reinforcing momentum had developed. Consumer 

activists fought for financial safety, members of Congress sought to capture 

a popular issue, new banks joined the card market and mailed out more 

cards, criminals developed ingenious strategies to profit from ill-gotten cards, 

and the media breathlessly sensationalized the consumer risks and house-

hold dangers. Banker arguments that cards were a welcome innovation 

collapsed.38

Proxmire moved quickly. In early February 1970, he convened his sub-

committee to advance his bill. The legislation charged the Federal Reserve 

with creating unsolicited mailing standards, with guidelines to “determine 

the creditworthiness of the prospective recipient.” The bill also incorporated 

a $50 cardholder liability limit modeled on Massachusetts law, which shifted 

most fraud risk from consumers to card issuers. Bennett, the indefatigable 

opponent of Truth-in-Lending, objected that strict regulation would hamper 

the long-term development of credit card technology. “Looking down the line 

. . . the combination of the credit card and the computer is going to represent 

the basis of our accounting between companies and individuals and banks,” 

he predicted. With encouragement, a private infrastructure of cards and 

computers would propel American enterprise. He pled for his colleagues to 

embrace innovation instead of being “overconcerned about making it diffi-

cult for people to get credit cards.” Bennett spoke to Proxmire’s bill, but he 

was anticipating an amendment from McIntyre, who sought to align the 

legislation with the FTC’s mailing ban. Before they could take action, a floor 

vote interrupted the meeting, pushing the decision to the full committee.39

When the Senate Banking Committee met on February 26, 1970, Bennett 

and his Republican colleagues were unprepared. Coaxed by the administra-

tion, Republicans had drafted a counterproposal that sought to legislate sim-

ple mailing rules rather than empowering the Fed to write regulations. They 

planned to authorize “negative pre-mailers,” to notify consumers that an un-

solicited card would come, unless they responded declining the offer. The 

minority staff had secured administration approval, but when they consulted 

with industry representatives, the lobbyists objected. The proposal “would 

kill them,” they warned. A staff lawyer pulled an all-nighter redrafting. 

“There are all kinds of cards out there,” Bennett discovered. Republicans—

and indeed most committee members—had ignored the issue. Now they 

had no constructive proposals to offer. Only in the final negotiations did 
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some senators bother to pull cards out of their wallets, read the relevant lia-

bility provisions, and ask basic questions about how the card systems worked. 

Proxmire and McIntyre, lawmakers who built expertise and cultivated sup-

port, controlled the process.40

Still, the committee understood that either McIntyre’s or Bennett’s pro-

posal would replace Proxmire’s. The Fed’s reluctance to accept rulemaking 

responsibility, combined with a preference for statute over agency regula-

tion, convinced the senators to support statutory restrictions. By moving 

away from Proxmire’s proposal, the committee foreclosed a novel regulatory 

path. Proxmire intended for the Fed to set minimum credit standards for 

card recipients. “We had good testimony . . . that these credit cards have 

come into the hands of people who have either erratic or low income and 

poor credit records who have gone into bankruptcy because they have run up 

enormous bills,” Proxmire reminded the committee. Under Proxmire’s pro-

posal, the federal government, rather than private lenders, would establish 

the lower boundary for card access. The law would protect “the Georgia jani-

tor who ran up $3,000 in bills in less than a week” by closing him—and with 

him a large class of low-income and minority borrowers—out of card mar-

kets. State interest rate and consumer liability limits had similar effects. Yet 

under these rules, private firms still struck the balance between risk, price, 

and creditworthiness. Lenders decided who would access credit, even as the 

legal system invisibly structured who could meet private credit standards. 

Alarmed at the rising toll of consumer bankruptcy that followed from chan-

neling prosperity through credit markets, Proxmire proposed shifting this 

decision from private lenders to a public agency. Perhaps Proxmire’s policy 

would have made the government’s role more visible and contestable, but 

his committee favored shifting risk within ostensibly private markets rather 

than asserting public power. They adopted McIntyre’s unsolicited mailing 

ban along party lines.41

The Senate began the carefully choreographed movement of Proxmire’s 

bill in April 1970. In the sweep toward passage, lawmakers advanced two 

major changes. First, Harrison “Pete” Williams (D-NJ), supported by Repub-

lican Banking Committee members, sought to fix the committee’s awkward 

effort to preserve competition. McIntyre’s amendments required all cards 

issued through unsolicited mailings to be reissued in line with the new 

rules. Concerned that the renewal provision would cause “confusion and 
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inconvenience,” Williams and his cosponsors urged that cards already ac-

cepted by consumers be eligible for automatic renewal. Although automatic 

renewal would advantage firms that had already used unsolicited mailing, 

Williams insisted that this outcome was preferable to the “undue burdens” 

businesses and consumers would experience if every credit card had to 

be replaced. Second, Russell Long (D-LA), advanced an amendment 

making credit card fraud a federal crime. Fraud sat outside the Banking 

Committee’s jurisdiction, and members expressed concern about adding a 

criminal statute that they had not considered in hearings. They were satis-

fied, however, that the issue could be worked out in conference with the 

House. The Senate unanimously adopted the amendments and the measure 

passed 79 to 1. The House, meanwhile, continued working on its own legis-

lation requiring card issuers to use registered mail. When the bill came to 

the floor in September, some House members contrasted their registered 

mail approach with the Senate’s mailing ban, arguing that registered mail 

was a better solution to the problem of competition. Others argued that, in 

light of the FTC ban, “permitting continued mailing of unsolicited cards if 

they are sent registered mail no longer makes sense.” How many of the 380 

other House members who voted for the bill felt the same way is unclear, but 

none voted against it.42

The conference committee, composed of members of both chambers’ 

Banking Committees, met in October and largely adopted the Senate bill. 

The only change was an amendment that limited criminal penalties for use 

of illegally obtained cards to cases involving amounts of $5,000 or more. The 

high threshold was necessary, Proxmire explained, because “the Justice De-

partment felt such a provision would be extremely costly to administer.” The 

Senate adopted the bill by voice vote on October 9, 1970. Leonor Sullivan 

introduced the conference report to the House. Although she noted the 

House conference committee members’ discomfort with adopting the Sen-

ate’s liability provisions, since they had not been considered by the full 

House, she insisted that the issue had been thoroughly examined by the 

House Banking Committee. Action was necessary, she argued. House mem-

bers could take it in good conscience. The House adopted the conference bill 

by voice vote on October 13, 1970. President Nixon signed the bill on October 

26. Members of Congress took the bill home to their districts just in time for 

the midterm elections. Proxmire bragged in his constituent newsletter that 
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“Prox Makes Triple Play for Consumers.” The purpose of his bills was both 

consumer protection and Proxmire election.43

Bankers predicted Armageddon, but Congress’s unsolicited mailing ban 

proved a godsend to the industry. Bankers had eagerly embraced credit cards 

as a road to the future, one that led out of the New Deal’s price controls and 

geographic confines. But that road also led into a tempest of competition and 

spiraling costs, one that, with their experience within tightly regulated local 

markets, bankers were ill-prepared for. By 1970, they were ready to call a 

truce. By then the burst of unsolicited mailing had done its work, establish-

ing card plans for individual banks and the nationwide bank card market. 

“There is much more of an awareness of the public about credit cards,” Ma-

rine Midland’s Thomas Bailey testified in December 1969. Consumers 

could now be solicited without “automatically sending out cards.” When 

bank cards were new, bankers believed they needed unsolicited mailing to 

convince consumers to take up an unfamiliar financial product, but once the 

industry was established, card mailings were unnecessary. Bankers settled 

into maintaining and gradually expanding their card programs, while weed-

ing out delinquent borrowers. Credit card debt grew by 20 percent a year 

from 1970 to 1976, by which time BankAmericard and Master Charge to-

gether claimed 100 million active cardholders. In the mid-1970s, when cards 

next became an object of congressional attention, lawmakers sought to ex-

tend these numbers to include women and minority groups, who were still 

excluded from full credit citizenship. By that time credit access, rather than 

credit prices, was the dominant policy paradigm, in large measure because 

credit prices were rigorously controlled by states.44

Congress adopted the unsolicited mailing ban and associated consumer 

protections at a moment of wider turmoil for the postwar financial system. 

“We are closer to a crisis than at any time since 1933,” Treasury secretary and 

former Continental Illinois banker David Kennedy wrote President Nixon in 

December 1969. The credit crunches of 1966 and 1969 revealed that the 

system of geographic restrictions, industry silos, and price controls were 

under tremendous pressure as financial firms struggled to find profit in a 

system racked by inflation. Congress was racked by its own divisions. New 

Deal liberals favored reinforcing the system of government controls. Postwar 

Liberals were willing to consider market-based solutions. Republicans, ever 
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the minority, favored greater liberalization, but like their Democratic peers, 

they faced powerful industry constituencies seeking to retain their advan-

tages within the thicket of financial rules. In this environment, Congress 

was only capable of patchwork, ad hoc policies. The Credit Control Act was 

one of those. David Kennedy called it “a very bad piece of legislation.” Nixon 

reluctantly signed it and declined to use its authority. A decade later, Presi-

dent Jimmy Carter, operating in similarly troubled financial circumstances, 

dusted it off. One legacy of this moment was a policy tool that Carter, driven 

by impulses similar to those that led lawmakers to label credit cards financial 

pornography in the 1960s, would use to orchestrate his own countermove-

ment against the credit card economy in 1980. By then, though, it would be 

too late.45

Indeed, because the credit card debates largely occurred within the frame-

work of consumerism, lawmakers—Wright Patman and Wallace Bennett 

perhaps excluded—did not consider how card technology and newly expan-

sive credit networks were reshaping the banking industry. Cards, like banks, 

seemed bound in regulatory space. Lawmakers—and indeed most bankers—

believed that cards complemented local banking relationships, drawing card-

holders into bank offices, where they might deposit money or take out a 

mortgage. The unsolicited mailing ban reinforced this connection—and with 

it, the place-based social contract. The mailing ban made it harder for banks 

to reach beyond their existing markets. In concert with the Truth-in-Lending 

Act and state interest rate ceilings, the legislation legitimized the bank card 

industry by regulating it, in effect binding credit cards within postwar liberal-

ism’s regime of (relatively) low-cost, safe consumer credit. Cards, like other 

areas of closely governed bank lending, were unlikely to generate significant 

profits. Bankers, however, had gotten into the card business to break free of 

the New Deal order’s onerous restrictions; some would continue to seek and 

seize opportunities to innovate around the rules.
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Fraud Means Movement

In June 1970, the radical magazine Scanlan’s Monthly ran a feature article, 

“How to Counterfeit Credit Cards and Get Away with It.” The timing was 

opportune. Over the previous half decade, the card market had grown fever-

ishly. Gasoline, airline, and travel firms had expanded their programs, and 

hundreds of banks entered the market frantic to reach consumer-borrowers. 

To the dismay of card issuers, loosely organized networks just as rapidly de-

veloped parallel, illicit markets in stolen and counterfeit cards, building on 

established fraudulent practices and crafting new, card-specific schemes. 

Scanlan’s offered readers a piece of that action. The article’s protagonist, 

“Todd,” detailed various cons a “passer” could use to turn stolen credit into 

ready cash. Fraudulent practices required sophisticated knowledge. “I know 

how the cards work,” Todd bragged. Todd’s schemes all hinged on a simple 

strategy: making moderate purchases with cards issued by out-of-state firms. 

This way, Todd confided, even if he was caught red-handed, the cost of pros-

ecution was not worth the time or expense for the card issuer or local law 

enforcement. Todd knew how policing worked too. With that knowledge, the 

street-smart fraudster would seldom lose.1

Card issuers had always been concerned about fraud, but in the late 1960s 

swindlers like Todd threatened to overwhelm the nation’s expanding credit 

networks. Card firms quickly turned to government for help. Like credit regu-

lation, criminal policing remained primarily a state responsibility within the 
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federalist system. Most states had enacted basic card fraud laws in the 1950s. 

These statutes reached only a limited range of fraudulent actions, however, 

and state policing did not easily extend beyond state borders. As card networks 

expanded nationally, and as criminal knowledge spread with them, card firms 

faced a fraud problem that exceeded the capacities of individual states. Seeking 

a greater quotient of government power, card issuers turned to Congress. They 

lobbied for a federal “law with teeth.” Federal officials, however, were not keen 

to serve as nationwide card police. Card firms, officials argued, placed market-

ing and convenience above system safety. As cards increased exponentially, so 

did card fraud, a prosecutorial burden that threatened to overwhelm federal 

resources. The Department of Justice was eager to pass.2

Lawmakers and law enforcement officials necessarily weighed govern-

ments’ responsibilities for protecting credit markets against preserving lim-

ited public resources when private firms ought to protect themselves. As 

card firms sought to privatize the payment system, transitioning consumers 

from public cash and semi-public checks to private plastic, card networks 

needed to be secure to be legitimate. Card firms, consumers, and govern-

ment officials all negotiated the boundaries of card crime and the responsi-

bilities for system security, with each group seeking to imprint their interests 

in the structure of nationwide card markets. Consumers and their advocates 

bundled fraud protection within their larger demands for market safety, 

which included restrictions on interest rates and aggressive marketing prac-

tices. Card firms had placed liability for fraudulent card use on consumers to 

encourage consumers to protect their cards. Consumers resisted this re-

sponsibility and sought to renegotiate their card contracts through the politi-

cal process. Card issuers could generate profits only through secure networks, 

yet security was expensive. If pursued too vigorously, it could make credit 

inconvenient. Card issuers needed to socialize the cost of policing by har-

nessing governments’ policing power; they needed to disassociate card pur-

chasing from fraud punishment by outsourcing security to government 

actors; and they needed fraudsters thrown in prison. Thus, even as card 

firms sought to limit government oversight of their relationships with con-

sumers, they sought active government partnerships to punish illegitimate 

card users. They wanted the feds to do their dirty work.3

Ultimately, at both the state and federal levels, legislatures responded 

by undertaking a two-part risk shift: lawmakers shifted fraud risk from 
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consumers to card issuers by limiting cardholder liability, and they shifted 

fraud policing from issuers to the state through more comprehensive card 

fraud statutes. Travel card firms, like American Express, had hoped for more. 

Led by Amex, card issuers promoted state-level card fraud legislation by at-

taching their project to the politically salient War on Crime. Yet reckless bank 

card mailings undercut the industry’s claims of vigilance, increasing momen-

tum for consumer protection. By 1970, when Congress enacted legislation 

containing both limited liability and a new federal card fraud law, risk shifting 

offered a workable compromise. This compromise proved short-lived: fraud-

sters and their attorneys undercut the expansion of federal policing by assert-

ing their rights through the courts. They rendered the hastily drawn federal 

law practically unenforceable while also hamstringing existing federal tools 

for combating organized card fraud rings. In the 1974 case, U.S. v. Maze, the 

Supreme Court sharply curtailed the federal policing role, cementing fraud 

prosecution in the states even as card networks continued to expand beyond 

state borders. Despite card issuers’ best efforts, through the 1970s the safety 

of their card plans rested on the uncertain protection of state law.4

Beginning in the mid-1960s, bankers had grasped credit cards as a means 

of innovating around the New Deal’s restrictive financial rules, especially 

state-level limits on the scope of banking markets and the prices banks could 

charge consumers. Even as bankers used financial technology to circumvent 

existing regulations, they also sought active government intervention to 

structure the new markets they were creating. Bankers and other card issu-

ers wanted a strong state to protect their card plans. They got less than they 

wanted. Nevertheless, together with the emerging consumer protection re-

gime, federal and state card fraud legislation legitimized the national credit 

card industry, backing private payment networks with state authority. Card 

networks became embedded in the fragmented institutions—state and fed-

eral; legislative, administrative, and judicial—that structured national and 

local financial markets.

From Status Stealers to Professional Criminals

During the 1960s, enterprising swindlers transformed credit card fraud 

from a niche specialty into a booming business. In the previous decade, the 

first generation of card crooks had primarily crafted false identities to obtain 
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cards from issuers and then use them to finance indulgent spending sprees. 

Such fraud, which harmed companies and not consumers, aligned with 

travel firms’ marketing narrative of risqué credit practices. When the media 

ran breathless accounts of novel—and legal—travel card adventure, report-

ers often included sensational stories of fraudsters creatively bilking the card 

companies. In 1959, Life magazine profiled Joseph Miraglia, a nineteen-year-

old New Yorker who financed an international spree using a clutch of ill-

gotten cards. “I had collected a truckload of loot and charged almost $10,000 

worth of fun,” Miraglia boasted. As cards became more widespread, sea-

soned fraudsters learned how card systems worked. They incorporated card 

fraud into existing networks of criminal labor that relied on stealing con-

sumer identities rather than fabricating them. At first, the press incorpo-

rated organized card fraud into the still jaunty narrative of fraudulent 

adventure. Yet mounting illicit activity soon threatened to destabilize and 

delegitimize the industry. New practices not only harmed card companies, as 

earlier crooks had by fashioning false identities, they also endangered con-

sumers, who faced potential liability when their cards were misappropriated 

and misused. In response, the media narrative gradually transformed from 

moral ambiguity into moral panic.5

Entrepreneurial fraudsters developed methods of harvesting value from 

card systems while minimizing risk of punishment. Mirroring legitimate 

practices, they engaged in intricate divisions of illicit labor. First, thieves de-

veloped strategies for obtaining cards from cardholders. In an era when 

business and heavy drinking were close companions, traveling businessmen 

proved easy marks. Before the 1960s, the highwaymen and -women who 

targeted unwary travelers usually discarded cards they found in stolen bill-

folds. As card networks expanded and cards became more valuable, market 

signals increasingly attracted the attention of low-level criminals. Stolen 

cards became a commodity with a price. They could be sold up the illicit sup-

ply chain. In addition to burglars, pickpockets, and prostitutes, low-paid 

workers with access to cards—busboys, car attendants, hotel clerks, and 

waiters—might lift cards from unwary victims. “With a little help from one 

of the clerks,” Todd explained, tourists “often forget their cards.” Once banks 

began mailing millions of unsolicited cards, mail theft became easier still.6

Thieves passed cards into the illicit supply chain by selling to a “fence,” a 

dealer in stolen goods, who commodified, bundled, and distributed them. 
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Pimps or dishonest barkeeps took this role; Todd “bought three wallets from 

a pimp named Joey,” paying “a hundred a piece.” Fences made markets, me-

diating a price hierarchy that reflected cards’ value in the legitimate economy. 

Affluent travel cards and airline cards, with the highest credit limits and in-

herent mobility, commanded the highest prices. Bank cards, with lower credit 

limits, were less valuable. Department store and gasoline cards might be bar-

tered or tossed in for free. In all cases, the physical plastic remained neces-

sary. Fraudsters could not yet make cards themselves—their industry was 

distribution, not manufacturing. Timing also mattered. Cards needed to be 

“fresh,” recently stolen. “Hot” cards, long on the lam, were more likely to ap-

pear on a company’s stolen card list, increasing the risk of detection.7

When a passer like Todd obtained the cards, many profitable opportunities 

opened. Todd described using bank cards to obtain cash advances, small swin-

dles that netted several thousand dollars. “Jesse James,” he bragged, “without 

a gun.” Most fraudsters bought goods, which they either kept or sold back into 

the underground economy. Here again, criminals incorporated cards into es-

tablished practices of acquisitive crime, like passing bad checks, which all 

became more common as inflation cut into consumer purchasing power. 

From 1960 to 1965, consumer prices increased 1.3 percent a year on average, 

before accelerating at 4.3 percent a year for the remainder of the decade. Rates 

of acquisitive crime more than doubled from 1960 to 1970, compounding 

with the rise in inflation. As the cost of goods went up, many Americans were 

willing to sustain their faltering purchasing power off the back of a truck.8

Fraudsters also got creative; they innovated. By the late 1960s, card firms 

frequently complained about sophisticated airline ticket fraud: a swindler in 

Los Angeles would buy or steal several airline or travel cards and make for 

the airport. “There are five United Airlines clerks in a row,” Todd reported. “I 

hit each end, buying tickets and working toward the middle.” After buying 

fistfuls of tickets, some fraudsters hopped a plane to New York. Upon arrival, 

they repeated the process, buying more tickets before the issuer could freeze 

the account. Airline tickets were fully transferable. Crooks offloaded them 

through established distribution channels in the city, turning pilfered plastic 

into clean, untraceable cash. As syndicates became better organized, cus-

tomers could order “discount” tickets in advance.9

Card firms expected merchants to serve as the front line of fraud defense, 

but some merchants colluded with fraudsters, an arrangement an American 
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Express security officer dubbed the “Unholy Alliance.” A thief might feign to 

buy goods with stolen cards. The merchant would bill the card company, but 

no merchandise would change hands. Once the card issuer repaid the mer-

chant for the goods they had supposedly sold, the merchant split the pro-

ceeds with the thief. In another version, which two Texas swindlers called the 

“split ticket,” the card thief ordered a $3 cocktail from a friendly bartender, 

then tipped $97, which the two split. Merchant collusion wasn’t always vol-

untary. Some merchants repaid Mafia debts by knowingly accepting stolen 

cards. In one scenario, known as the “bust out,” mob operatives would take 

over a company that owed them money and use its travel and bank cards to 

purchase valuable merchandise and airline tickets. The firm would eventu-

ally go bankrupt, leaving its legitimate creditors with irredeemable debts.10

Card thieves were, in a manner of speaking, disruptive innovators who 

actively reordered card markets in search of illicit profits. They, too, inno-

vated around the rules. Still, not all card crime was directed at feeding black 

markets or maximizing the gains from illicit trade—though industry and 

government sources both focused on “professional criminals . . . attracted to 

the credit card as a new way of making a dishonest dollar.” Thieves took joy 

rides and racked up charges for the pleasure of consumption and status. 

Card fraud, in this sense, was plastic capitalism’s dark mirror. Rising wages 

and widespread credit made affluence widely available, especially for white 

male breadwinners and their families. Yet the postwar political economy 

promised universal affluence that it did not and could not deliver. Not every-

one was paid well enough to enjoy mass prosperity. Not everyone qualified 

for credit. Life circumstances, individual “nonconformity,” and deep-rooted 

discrimination all barred access to consumer abundance. As the postwar 

commitment to consumerism made status seeking a defining feature of 

American life, fraudsters, to paraphrase sociologist Robert Merton, ignored 

socially acceptable means to attain socially approved goals. They participated 

in the affluent society while avoiding the debt collector. They just had to stay 

ahead of the law.11

To combat status stealers, card issuers needed to get fraud laws on the 

books. As with credit regulation, states oversaw most criminal lawmaking 

within U.S. federalism. In the 1950s, state lawmakers had discovered that card 

fraud did not map well onto traditional common law crimes, like fraud and 

embezzlement. These crimes linked deception and harm, yet card fraudsters 
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often deceived merchants (posing as legitimate card users) but harmed card 

issuers (who bore the loss). Modern credit relationships did not fit squarely 

within inherited legal categories. With urging from local card issuers, state 

lawmakers developed an eclectic mix of card fraud laws. Enforcement, how-

ever, remained geographically circumscribed. Card swindlers learned, as Todd 

explained, that “mobility [was] crucial.” State laws, an attorney for gasoline 

retailer Standard Oil of Ohio (SOHIO) complained in 1964, “are inadequate 

for use in apprehending credit card criminals, who . . . sometimes make 

charges in several states in a single day.” To supplement state-level enforce-

ment, card issuers turned increasingly to existing federal law and, when that 

failed, to Congress.12

In the late 1950s and early 1960s, when card fraud remained the business 

of individual grifters rather than organized networks, card issuers focused 

on the Stolen Property Act (1934), which outlawed transporting stolen “secu-

rities” across state lines. Coordinating with local U.S. attorneys, issuers ar-

gued that credit cards and the charge slips generated through card 

transactions both constituted “evidence of indebtedness,” one category of 

security defined in the law. Judges, however, were not persuaded. “A credit 

card is nothing more,” a federal court in California ruled, “than a means of 

identification which tells the merchant that the holder is entitled to charge 

merchandise. . . . It is not a ‘security.’ ” After similar decisions eroded the 

theory in 1960 and 1961, a U.S. attorney confided that “the general position 

of the Department of Justice has been that credit cards are not covered by” 

the act. The Ninth Circuit, an appeals court covering much of the western 

United States, fully foreclosed the stolen securities argument in Barack v. 

U.S. (1963), ruling that sales slips also did not constitute securities. The deci-

sion, a Carte Blanche representative complained to House Judiciary chair-

man Emanuel Celler, “effectively strips our company, as well as any company 

issuing credit cards usable in more than one state, of all protection under 

Federal law.”13

As the judicial path faded and vanished, card issuers turned to Congress, 

seeking to incorporate cards into the Stolen Property Act. In summer 1962, 

SOHIO attorney Douglas Wick contacted Frances P. Bolton (R-OH), the con-

gresswoman who represented Cleveland’s suburbs. Card fraud, Wick ex-

plained, was on the rise. Wick compiled data from gasoline and travel firms 

showing that fraud losses increased from $266,850 in 1958 to $1,915,556 in 
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1962. Wick pled for Bolton to act. Bolton took up the issue, becoming a lead-

ing crusader against interstate card fraud. Working closely with Wick, she 

introduced legislation in 1962 amending the Stolen Property Act to include 

cards. Despite support from card issuers and House colleagues, Bolton’s 

bill repeatedly stalled in Celler’s Judiciary Committee, which through the 

mid-1960s remained focused on civil rights legislation. In his frequent let-

ters, Wick practically stamped the floor with impatience.14

Finally, in February 1966 Celler prepared to advance Bolton’s bill, but a 

scathing evaluation from Lyndon Johnson’s Justice Department derailed the 

legislation. The department, deputy attorney general Ramsey Clark ex-

plained, had adequate authority to pursue card fraud cases under the federal 

mail fraud statute. Merchants, Clark argued, always mailed charge slips to 

card issuers. The time delay created by mailing the slips, Clark continued, 

was an essential element of any fraud scheme, since it enabled the swindler 

to escape detection. Mail fraud better fit the facts. Card issuers, however, 

maintained that mail fraud did not provide adequate protection. The law was 

reactive, not proactive. The government could only pursue fraudsters after a 

transaction had occurred and sales slips were in the mail. Federal authorities 

could not track down cards that had been stolen but not yet used. Clark em-

phatically supported such limits. “The Department of Justice,” Clark in-

sisted, “would assume a staggering burden if it undertook to investigate all 

cases of credit card misuse.”15

Ultimately, Clark opposed card issuer efforts to shift security costs onto 

the federal government because card firms engaged in reckless marketing 

and credit granting. Writing before the eruption of unsolicited bank card 

mailing, Clark worried that Bolton’s bill would protect “credit arrangements 

which are intrinsically loose and susceptible to fraud,” requiring the federal 

government to investigate and prosecute “the users of a credit card which is 

part of a system having no effective internal safeguards.” The legislation 

could even be read, Clark argued, to apply to legitimate borrowers who did 

not repay their debts. Card industry lobbyists disputed Clark’s interpreta-

tion. “It is not the intention of credit card issuers to use the Department of 

Justice as a collection agent,” a Shell Oil representative responded. Neverthe-

less, Clark’s objections killed the bill and, with it, card firms’ immediate 

hopes of securing federal legislation. The Justice Department believed “the 

improper use of credit cards should be left for state prosecution,” a resigned 
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Bolton explained in July 1966, “in other words, the department does not 

want to take on the responsibility.”16

To be clear, the Johnson administration and Congress did not oppose ex-

panding federal policing resources or prosecutorial authority. Rather, they 

focused their attention on politically salient issues, primarily organized 

crime and Black urban unrest, which Johnson brought together in 1965 un-

der his War on Crime. A series of high-profile investigations by Democrats 

Estes Kefauver, John McClellan, and Robert Kennedy had trained national 

attention on organized criminal activity since the early 1950s. The waves of 

urban violence that accompanied the Civil Rights Movement, meanwhile, 

gave momentum to racialized “law and order” politics, which the Johnson 

administration sought to capture and redirect. Beginning in 1965, Congress 

significantly increased federal spending on policing, investments which 

would ratchet up over subsequent decades. When Clark objected to Bolton’s 

bill in 1966, card fraud did not yet align with federal policymakers’ under-

standing of the nation’s crime problems. Individual swindlers, not organized 

gangs, remained the primary culprits. Likewise, credit cards remained a 

middle- and upper-class product. Black Americans, less likely to be legiti-

mate card users, were less likely to be illegitimate users as well. Thus, to 

harness federal and state policing resources, card firms needed to make card 

fraud a salient political issue. As organized rings became more active in card 

fraud, card firms drew attention to these nascent operations, emphasizing 

the dangers they posed to consumers and to social order more broadly.17

American Express and the Return to the States

With the federal path foreclosed and card fraud mounting, American Ex-

press led the effort to secure new state-level criminal legislation. Amex culti-

vated a reputation for rigorous fraud policing: “From its entry into the credit 

card field in 1958,” vice president Milton Lipson explained in the FBI En-

forcement Bulletin, “American Express has maintained the philosophy that 

each and every known criminal misuser of a credit card should be arrested 

and prosecuted.” By the mid-1960s, the firm employed more than three 

hundred investigators, staff recruited after an average of twenty years of law 

enforcement experience. Lipson, who headed corporate security, had served 

as a Secret Service agent in Franklin D. Roosevelt’s administration and an 
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instructor in the army and navy intelligence schools. Lipson’s overriding 

concern was the professional criminal. “The major factor in credit card fraud 

losses is the professional thief,” he told a meeting of police chiefs in 1969. 

“The amateur does not constitute a threat.” By emphasizing the professional 

criminal, Lipson sought to shift attention to evolving card fraud practices 

and encourage a media narrative that tied card fraud to organized crime.18

Although it is difficult to disentangle panicked rhetoric from facts, orga-

nized swindlers seem to have cornered a larger share of illicit markets as the 

decade moved on. In cities like Los Angeles and New York, hubs of both 

business travel and criminal activity, legitimate and illegitimate markets con-

verged. In Los Angeles, law enforcement observed a rapid increase of card 

fraud in the first half of 1966. Cards lost in the area, city police found, often 

turned up on the East Coast, and cards from around the country likewise 

ended up in Los Angeles. “A loosely-organized import-export operation is 

responsible,” one officer reported, leading city police to establish a dedicated 

card fraud unit. In New York, the story was much the same. In February 

1966, the Nassau County paper Newsday ran a three-part series, “The Hot 

Card Racket,” documenting the movement of New York City’s crime families 

into the card fraud business. The card industry estimated that 300,000 cards 

were stolen and fraudulently used each year, the paper reported, amounting 

to over $20 million in card issuer losses. Firms could not sustain such losses, 

while the growing association of cards with fraud undermined the legiti-

macy of the business.19

American Express took action in 1967. Working to provide local officials 

new tools to combat professional fraudsters, it assembled a staff to draft a 

model law. The company hired Columbia University law professors Jack B. 

Weinstein and Tom J. Farer, along with a research staff of twenty-five inves-

tigators, to compile and analyze all relevant federal and state-level card fraud 

statutes and case law.20 The final law and accompanying report combined 

intellectual and—at nearly 450 pages—physical heft, reflecting the diversity 

of state fraud rules. Consistent with Lipson’s concern with the “professional 

criminal,” the model law, which Amex dubbed the State Credit Card Crime 

Act, targeted the entire fraudulent supply chain, from initial theft to ultimate 

card use. Weinstein and Farer gave prominent attention to such schemes as 

airline ticket fraud and merchant collusion. Overall, they tried to define and 

criminalize every card offence imaginable. Their model law incorporated a 
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host of weighty presumptions to increase the power of state prosecutors 

working to protect card companies. “A person,” the section on credit card 

theft read, “who has in his possession . . . credit cards issued in the names of 

two or more other persons is presumed to have violated” the law. In an era 

where criminals’ rights received increased political and judicial attention—

including, in later years, from Weinstein himself—such presumptions 

pushed against the tide of legal reform.21

With the model law drafted, American Express worked to sell state law-

makers on the professional criminal narrative. The company created the Na-

tional Credit Card Fraud Legislation Project (NCCFLP), headed by company 

attorney Guy Capel and incorporating other card issuers like Diners Club 

and Bank of America. The NCCFLP coordinated with state legislators and 

industry representatives to develop state-level policy networks that linked lo-

cal lawmakers across the country. The NCCFLP initially focused on four 

states—California, North Carolina, Florida, and New York—but the group’s 

goal was to enact the model bill nationwide. Given the rising prominence of 

professionalized card crime and the spread of law-and-order politics, Amex 

and its allies were right to feel optimistic.22

In New York, the NCCFLP partnered with Republican state senator 

John R. Dunne, who would play a prominent role in efforts to protect card 

issuers—and later consumers—from card fraud. Dunne, an attorney, won 

election to the New York State Senate in 1965, representing suburban Nas-

sau County. As a first-year lawmaker looking for signature issues, card fraud 

drew his attention, especially after he read Newsday’s “Hot Credit Card 

Racket” series. Governor Nelson Rockefeller appointed Dunne to the state’s 

Temporary Commission on the Revision of the Penal Law and Criminal 

Code (Penal Law Commission) in July 1966. Dunne, in turn, used his ap-

pointment to call for a crackdown on credit card fraud. Dunne pursued this 

agenda over the next several years, while Newsday provided continuous favor-

able coverage, generating a partnership between card firms, politicians, and 

friendly media—one which developed similarly in other states. Dunne and 

Capel formed a close partnership. In February 1967, Dunne introduced 

Amex’s model bill, and in March, American Express’s public relations firm 

organized a press conference to promote the legislation, which quickly 

passed the New York Senate. The Penal Law Commission, however, halted 

its progress. Inspired by a long-running penal reform project organized by 
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the American Law Institute, New York undertook penal law revision to clear 

the detritus of old and outdated criminal law. By introducing a host of new 

fraud categories, the commission’s chairman Richard J. Bartlett argued, 

Dunne’s bill was counterproductive. As Bartlett told the press, “If it passes 

both houses and goes to the governor, we might have to take a stand.” In-

stead, the bill died in the assembly’s Rules Committee.23

New York was an outlier. The three other states American Express targeted 

(California, North Carolina, and Florida) adopted the State Credit Card Crime 

Act in short order. In California, John F. McCarthy, a Bay Area Republican, 

sponsored the law, which the legislature enacted with near unanimity. In a let-

ter to Governor Ronald W. Reagan, McCarthy explained that the legislation 

was necessary because California’s 1961 card fraud law had been narrowly in-

terpreted by state courts. State prosecutors had pursued card fraud cases using 

both common law crimes, such as forgery, and the 1961 card fraud statute. 

Presaging a flaw that would later plague federal law, state courts determined 

that the legislature intended the card fraud law to serve as the sole vehicle for 

pursuing card crime, invalidating other approaches. This “grave defect,” Mc-

Carthy argued, “hampered efforts of law enforcement officers and credit card 

issuers seeking to protect themselves against criminal activities.” Reagan, a 

law-and-order champion, needed little convincing. He signed the California 

Credit Card Crime Act into law in September 1967. The legislation, the Los 

Angeles Times emphasized, was part of a national project “to obtain more or 

less uniform legislation throughout the country . . . aimed at curbing the ac-

tivities of nationwide rings.” The professional criminal had to be stopped.24

Dunne and his business allies prepared to push the legislation again, but 

they faced the persistent counterweight of criminal law reformers who op-

posed industry-specific crime statutes. In 1968, Dunne’s bill cleared both 

legislative chambers, yet he failed to convince his colleagues on the Penal 

Law Commission. “The bill is obviously a special interest one,” wrote Rich-

ard Denzer, counsel to the commission, which “seeks to attach criminal 

sanctions to every conceivable type of conduct relating to credit cards which 

its sponsors feel might be injurious to their business.” Denzer was uncom-

promising. He eviscerated the bill, provision by provision. In his veto mes-

sage, Rockefeller quoted Denzler’s memo extensively. Dunne again returned 

to the drawing board, and in 1969 submitted a revised bill that amended 

existing law rather than concocting a host of new credit card crimes. He also 
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scheduled hearings, set to meet in February 1969, to elicit public support at 

the beginning of the next legislative session. In the meantime, Massachu-

setts and New Jersey adopted American Express’s model law, although it 

failed in New Hampshire. “Possibly the basis of the bill is very good,” a state 

lawmaker noted, “but it had some horrible aspects to it.” As ever, state law-

making resisted uniformity.25

Unsolicited Mailing and On-the-Ground Enforcement

As Dunne and his allies prepared to try again, the card fraud narrative 

shifted. American Express had driven the debate about card fraud in 1966 

and 1967, but bankers’ massive unsolicited mailing campaigns—and the 

waves of fraud and consumer anxiety that accompanied them—changed the 

current of conversation. Although American Express, with its three-hundred-

strong inspection force, could credibly claim to uphold security standards 

even as it lobbied for more state policing, banks carelessly put consumers at 

risk—and they did so while demanding government protection, calls that 

taxed law enforcement resources and ultimately alienated would-be allies. 

Federal officials who worked with banks to prosecute card fraud rings quickly 

became vocal critics of banks’ reckless marketing practices.26

In New York, Citibank initiated the state’s first major unsolicited mailing 

campaign, one that was, from the outset, plagued by theft and fraud. Citi 

launched its “Everything” credit card in 1967 by mailing one million cards to 

New York consumers. As executive John Reynolds later explained, thieves 

quickly discovered that stealing cards from the mail was easier than stealing 

them from cardholder wallets. The bank had enrolled hundreds of mer-

chants to accept the cards, many of whom proved less than trustworthy. By 

February 1968, fraudsters had used eighteen “Everything” cards to make 

$80,000 in illicit charges in Bronx County alone, numbers that rose to sixty 

cards and $125,000 two months later. When Citi executives discovered the 

scale of their fraud problems, they enlisted the Bronx district attorney. The 

DA had experience with card fraud and had been investigating Unholy Alli-

ance collusion between gas stations and card crooks since 1966, pursuing 

cases under the federal mail fraud statute. In Citibank’s case, assistant dis-

trict attorney Seymor Rotker later explained, officials arrested and charged 

eighteen individuals and five store owners with illegal card use, all of whom, 
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investigators believed, had ties to organized crime. Although Rotker ac-

knowledged Citibank’s assistance, he attributed the scale of the fraud to the 

bank’s recklessness, especially cards “which were mailed unsolicited.” Pro-

tecting card companies from their own strategies, Rotker explained, required 

“many man hours,” detracting from scarce law enforcement resources that 

could be better employed elsewhere.27

Even with the Bronx DA’s help, Citibank endured almost $3 million in 

fraud losses in 1968, figures bank executives attributed to Mafia infiltration of 

the postal service in New York City. Anticipating similar losses in 1969, Citi 

executives approached Emanuel Celler, whose congressional district covered 

parts of Brooklyn and Queens. The bank sought not legislation but influence. 

Local postal authorities were not taking card fraud seriously, Citi executives 

complained. They hoped the powerful Judiciary chairman would intercede.28

When Celler made inquiries on Citibank’s behalf, he encountered con-

cerns like those expressed earlier by Ramsey Clark: federal officials were 

frustrated that card issuers demanded protection even as their credit systems 

lacked effective safeguards. Celler called on chief postal inspector William 

Cotter. Initially, Cotter determined that the Brooklyn Post Office lacked suf-

ficient inspector manpower, and he assigned a special task force to address 

New York’s security problems. Postal inspectors made quick progress, ar-

resting and charging two mail carriers accused of stealing Citibank cards. 

Still, Citibank vice chairman Thomas Wilcox told Celler, “We continue to 

face monthly fraud losses at an unacceptable level.” Cotter now objected. Citi 

and other banks had brought the fraud problems on themselves. When they 

saturated the mail with what Cotter described as “ ‘attractive’ letters,” the 

postal service struggled to protect the public and the banks. Writing to Celler, 

Cotter explained that “the continuing mass mailings . . . together with the 

increasing general crime rate . . . are imposing heavy and increasing de-

mands on Postal Inspector manpower.” While Citi’s security personnel were 

eager to work alongside state and federal authorities, law enforcement offi-

cials struggled under the added workload. The story repeated itself across the 

country. In 1964, before mass mailings began, the Postal Inspection Service 

investigated only 15 cases of mail theft and fraud involving credit cards. By 

the end of 1970, the service had completed 754 mail fraud investigations and 

had 1,048 more underway. The attractive letters had unattractive conse-

quences for thinly stretched federal investigators.29
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Risk Shifting

In Albany, when Dunne convened hearings in February 1969 on his card 

fraud bill, unsolicited bank cards topped the agenda. First, Dunne focused on 

the challenges fraud posed for card issuers. In this vein, Citibank vice presi-

dent John Reynolds invoked the specter of the Mafia, concerns echoed by 

representatives from the travel card, airline, and gasoline industries. Dunne’s 

views, though, were evolving. “During the course of our study,” Dunne later 

explained to a congressional committee, “an avalanche of new credit cards—

the bank credit card, in particular—appeared throughout the state, bringing 

new problems for the consumer as well as an intensification of prior prob-

lems faced by law-enforcement officials.” Banks’ headlong rush into the card 

market reshaped the political landscape. Consumers feared liability for 

charges accrued on unsolicited cards. Law enforcement officials continued to 

criticize bank card marketing. And banks and other card issuers howled 

about fraud losses. To make card markets functional and legitimate, lawmak-

ers had to balance these competing claims. At the state and federal level, they 

followed a similar pattern: protecting consumers from fraud liability by shift-

ing fraud risk onto card-issuing firms, and adopting stronger criminal laws 

to shift the policing burden from card issuers to the state.30

Dunne’s newfound concerns for consumer protection did not weaken his 

resolve to combat card fraud, and the hearings and redrafting drove the fraud 

bill forward. Once the bill cleared the assembly in March, the Penal Law 

Commission dropped its opposition. “Such legislation,” Richard Denzler ac-

knowledged, “must, of course, be viewed in the current setting of an explod-

ing credit card world beleaguered by fast growing criminal activity already of 

gigantic proportions.” When Nelson Rockefeller signed Dunne’s bill later 

the same month, lawmakers and industry representatives emphasized 

that the law would “combat organized crime’s stolen credit card racket.” At 

the signing ceremony, Milton Lipson asserted that, “without question” the 

law “will be an effective weapon against professional criminals.” In its article 

documenting the signing, Newsday emphasized its own leadership on the 

card fraud issue, while continuing to stoke the fires of moral panic, even 

naming the mobsters involved in ripping off the industry.31

Although initially championing the interests of his business allies, Dunne 

turned to addressing consumers’ concerns about fraud liability and their 
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widespread resistance to banks’ unsolicited mailing campaigns. Dunne 

pressed industry representatives to admit that they had compounded the 

problem by mailing unsolicited cards. They had not, Dunne indicated, taken 

adequate security measures to protect consumers from fraud. He also called 

for follow-up hearings “to determine who should be responsible for losses.” 

Soon after his fraud law was enacted, Dunne introduced bills to limit card-

holder liability for lost or stolen cards and to ban the unsolicited mailing of 

credit cards. Dunne eventually accepted card industry claims that an outright 

mailing ban would be too restrictive and prevent competition. But Dunne 

was also losing control of the now popular issue. New York’s attorney gen-

eral, Republican Louis Lefkowitz, endorsed much stronger measures. Re-

flecting the gender politics attached to the issue of card distribution, 

Lefkowitz framed his effort as a salve to worried husbands. “I have had nu-

merous letters from husbands,” Lefkowitz told a meeting of the National 

Association of District Attorneys in November 1969, “who have said that the 

forwarding of these cards is nothing more than a temptation to their wives to 

make purchases that are beyond their capacity to pay.” New York adopted 

consumer liability protection in May 1970.32

In doing so, New York lawmakers completed the increasingly common-

place risk shift, transferring fraud risk from consumers to card issuers and 

at the same time shifting the policing burden from card issuers to the state. 

Massachusetts, California, and Illinois took different paths to the same 

point. The Massachusetts legislature first protected cardholders through 

limited liability before later adopting Amex’s model fraud law. California ad-

opted the Amex law in 1967. After Congress enacted limited liability in 1970, 

California lawmakers adopted a sweeping consumer protection law that 

matched federal liability provisions and also included new protections for 

credit billing and credit discrimination. Illinois had enacted a card fraud law 

in the wake of the Chicago banks’ mass-mailing debacle of 1966 and fol-

lowed thereafter with limited liability. Into the early 1970s, Illinois lawmak-

ers debated Amex’s model bill, but they remained concerned about taking 

on additional law enforcement responsibilities when card firms continued 

to recklessly market convenient credit. “We have concluded that legal restric-

tions on the fraudulent use of credit cards in Illinois are pitifully out of touch 

with reality,” a commission studying card fraud reported in 1972, yet “mere 

legislation without a complementary increase in security by the credit card 
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companies will not deter the mounting incidence of credit card frauds.” Card 

firms could not expect state protection until they protected themselves.33

The same concerns vexed Congress members as they finalized a federal 

consumer protection package that banned unsolicited card mailing and im-

posed limited liability on a national basis in 1969 and 1970. Throughout the 

legislative process, Congress considered protecting consumers through en-

hanced federal fraud policing (even if card firms were the ultimate beneficia-

ries). But law enforcement officials repeatedly argued against greater federal 

responsibility. Card issuers, they charged, willingly sacrificed consumer safety 

to make credit convenient. When the House Postal Subcommittee considered 

an unsolicited mailing ban, for instance, Seymour Rotker and William Cotter 

recounted their experience investigating Citibank’s fraud losses. Although 

bank security personnel wished to reduce fraud losses, Rotker testified, bank 

marketing staff wanted the widest possible card distribution. “It appears that 

from a business standpoint,” he observed, “the firms may be willing to sustain 

losses to some extent through illegal use which may be less than the necessary 

expense to cut these losses.” If so, Rotker implied, card firms could hardly ex-

pect the government to pick up the tab; if they wanted a policing partner in the 

state, card issuers needed to put system security above credit marketing.34

In the march to passage, Russell Long amended the Senate bill, adding a 

provision making card fraud a federal crime under the Stolen Property Act. 

Although the text had not been debated in either chamber, William Prox-

mire, head of the conference committee, integrated the provision into the 

final bill, possibly as a concession to card issuers to soften the impact of the 

unsolicited mailing ban and liability provisions. Proxmire initially supported 

an expansive federal fraud statute, but, he explained to Senate colleagues, 

“The Justice Department felt such a provision would be extremely costly to 

administer.” Instead, the committee amended the federal Stolen Property 

Act, placing unauthorized card use under federal jurisdiction only when 

fraudulent purchases aggregated to $5,000. The high threshold limited the 

statute’s reach, but it accomplished the double move adopted by states. At 

the federal level, the risks and costs of card fraud shifted from consumers to 

issuers through limited liability, and from card issuers to the federal govern-

ment through the criminal law.35

By instituting this double move, state and federal policymakers buttressed 

the expanding scale and scope of private, nationwide card networks. In the 
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1940s and 1950s, local card systems, whether department store or charge 

account banking plans, relied on interpersonal embeddedness—trust cre-

ated through webs of relationships among consumers, store personnel, local 

bankers, and credit managers. With national card systems and mobile con-

sumers (and crooks), such linkages were no longer sufficient. Policymakers 

thus created new legal, institutional embeddedness more suitable to the era 

of impersonal credit. In doing so, policymakers recognized and protected the 

methods of card use prescribed by card firms, and they criminalized the 

methods of card use employed by innovative fraudsters. Given lawmakers’ 

willingness to adopt card issuer arguments before banks launched their un-

solicited mailing campaigns, firms like American Express might have se-

cured a greater measure of state protection, with fewer legal commitments 

to consumer welfare, had banks not careened into the market. Nevertheless, 

the consumer and criminal protections that emerged from the swell of credit 

activism in the late 1960s provided the entire card industry with a founda-

tion of state-sanctioned legitimacy. The consumer protections, from ex-

panded state usury laws, to limited liability, to unsolicited mailing bans, all, 

in the sense that the social theorist Karl Polanyi intended, embedded and 

legitimized plastic capitalism. State policing commitments, in turn, repre-

sented a foundational government investment in private card markets, 

which, despite policymakers’ embrace of credit-driven purchasing power, 

was not obligatory or guaranteed. All of this redounded to the benefit of 

bankers, who would in turn use this foundation to launch sustained offen-

sives against the complex web of federalist financial regulation in the de-

cades to come.36

The Location of Credit Card Crime

When Proxmire set a $5,000 threshold for card fraud to mollify Justice 

Department concerns, he hardly captured the department’s hostility to any 

new card policing mandate. An October 1970 letter from Richard Kleindi-

enst, deputy attorney general, to Proxmire, as the conference committee 

weighed fraud legislation, made clear the department’s position: a federal 

card fraud law would overwhelm federal resources. “It has been estimated 

that there may be as many as five million unauthorized use of credit card 

violations in the United States annually,” Kleindienst objected. “The Federal 
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Bureau of Investigation would not have the personnel to investigate this large 

a number of cases.” Even if it could, he continued, “there are not enough 

Federal prosecutors or judges to even begin to make a dent in the volume of 

cases that would arise.” The problem had grown too big for the federal gov-

ernment to handle.37

Kleindienst sought to preserve limited resources, but he was equally con-

cerned that new fraud legislation would interfere with ongoing and success-

ful efforts to prosecute organized card criminals: a joint task force of Justice 

Department and Postal Inspection officers had been pursuing organized 

card thieves using the mail fraud statute since 1964. The federal government 

had long used the far-reaching mail fraud statute to combat novel commer-

cial crimes. When courts curtailed the reach of the Stolen Property Act in 

1963, U.S. attorneys turned to mail fraud, increasing card fraud prosecu-

tions from 5 in 1964 to 246 by 1970. “We believe,” Kleindienst explained, 

“that the proposed amendments . . . are unnecessary and possibly could ad-

versely affect the enforcement program directed at the prosecution of large 

scale, organized unlawful use of credit cards.” Prosecutors often used mail 

fraud in areas where Congress had not yet legislated, but once Congress de-

fined card crime as distinct from mail fraud, the elastic mail fraud statute 

might no longer apply.38

Curiously, the federal government’s success prosecuting card swindlers 

had remained outside the policy debates surrounding card fraud in the 

1960s. There were several reasons for this absence. First, the federal court 

that developed the most robust mail fraud jurisprudence, the Fifth Circuit, 

covered Texas, Louisiana, and Mississippi. The cases involved gasoline cards, 

issued by firms like Shell and Standard Oil, not the bank and travel cards 

embroiled in the national debate. Until other federal jurisdictions adopted 

the Fifth Circuit’s precedents, a process which began only around 1970, the 

court’s rulings remained a local curiosity, not settled law. Further, mail fraud 

cases were the province of the Postal Inspection Service, an effective investi-

gatory agency housed in a much-maligned institution. The mutual antago-

nism unsolicited mailing created between banks and the Post Office meant 

neither party welcomed sustained working partnerships. Card issuers 

wanted to call on the FBI. Finally, card firms and their attorneys still believed 

that mail fraud was inherently limited: the mail became an element of a 

fraudulent action only once a transaction was completed; it offered no 
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method for breaking up the criminal supply networks. Or at least that’s how 

matters seemed in the mid-1960s.

As card firms lobbied to expand the Stolen Property Act and enact Amex’s 

model card crime act, prosecutors and judges in the Fifth Circuit crafted a 

wide-ranging interpretation of the mail fraud statute. They reimagined card 

fraud, from a singular event that happened at a checkout counter at a fixed 

moment, to a process that necessarily unfolded over space and time. In doing 

so, they engaged in policy entrepreneurship through the federal courts, in 

much the same way that state attorneys general, seeking to hold card issuers 

accountable to usury statutes, had done at the state level. That reimagining 

began with Felix Adams. When Adams deceived a gas station clerk by offer-

ing his stolen Gulf Oil Company credit card, Adams’s attorney argued in 

1962, the fraud began and ended. At that moment, at one of the many check-

out counters where Adams racked up $2,953.55 in charges over several 

months, nothing was being mailed. Adams’s actions were deceptive, but they 

did not constitute mail fraud. On the contrary, the court reasoned, “The prac-

tice of extending credit was inseparably connected with the use of the mails 

to forward the sales slips to Gulf Oil Company.” Adams’s fraud scheme de-

pended on the use of the mails, because it “occasioned a delay in . . . detection 

. . ., and that delay permitted [Adams] to expand the scope of his operations.” 

Thus, the court concluded, “When the scheme is viewed in its entirety, it is 

obvious that the use of the mails constituted a part of it.” Adams never licked 

a stamp or sealed an envelope, but he caused these actions to happen.39

Still, to establish criminal intent, judges inferred that fraudsters under-

stood the back-office processes that afforded the time delay. In their appeals, 

convicts adamantly contested this claim. Their purchases were immediate, 

they argued. Although possibly crooked in intent, that intent did not contem-

plate the mail. The Fifth Circuit rejected these arguments. In a 1965 case, the 

court ruled that “the use of the mails . . . inheres in the credit card system.” 

The mailing of sales slips could not be separated from the credit-granting 

process. By 1970, the court brushed aside a defendant’s claim that his 

scheme was complete at the time of purchase as not worthy of oral argu-

ment. In the Fifth Circuit, card fraud was, per se, mail fraud.40

The full scope of this theory became apparent in U.S. v. Kellerman, a 1970 

case from the Second Circuit (Connecticut, New York, and Vermont) that built 

on the doctrine developed in the Fifth. In 1967, a mechanic working for Dashew 
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Business Machines, which produced plastic cards for Diners Club, Bank of 

America, and other card issuers, tried to sell embossing equipment and card 

blanks to his neighbor, John Kellerman. Kellerman and a group of coconspira-

tors planned to establish a counterfeit Diners Club ring, producing and selling 

cards into the black market. But the would-be manufacturers could not get the 

embossing equipment to work. In the meantime, one of the coconspirators used 

a stolen card for his own amusement, got pinched, and offered details of the 

larger scheme to save his skin. Kellerman and three others were subsequently 

convicted of conspiracy to commit mail fraud. Appealing, Kellerman argued that 

all he tried to do was buy the embossing machine and card blanks. He never 

contemplated the use of the mails. The court was not convinced. “The card has 

no value qua card,” the court argued, but only as a credit device the conspirators 

would sell, and which they then knew would be used to commit fraud. “Since the 

fraudulent use of a credit card constitutes mail fraud, so also does a conspiracy 

to put spurious cards into circulation.” The government did not need to wait for 

a transaction to take place—the possibility of a future transaction involving the 

mail was enough. The reach of mail fraud was wide indeed.41

Although Kleindienst had worried in October 1970 that the new card 

fraud law would complicate federal prosecutions under the mail fraud stat-

ute, initially such complications did not materialize. The Postal Inspection 

Service extended the reach of its investigatory authority and its monthly En-

forcement Report teemed with descriptions of successfully foiled fraud cases. 

Once Congress enacted the card fraud law, the Justice Department placed 

investigative jurisdiction with the experienced Postal Service, not the Federal 

Bureau of Investigation. Meanwhile, the Fifth Circuit’s jurisprudence con-

tinued to spread to other courts. “Every court of appeals case involving credit 

card schemes,” the Third Circuit (Delaware, New Jersey, and Pennsylvania) 

observed in 1972, “has held that such schemes fall within the mail fraud 

statute.” Disputes, however, soon crept in. The first Kleindienst had antici-

pated. If Congress created a specific category of credit card fraud, could ac-

tivities within that category also be defined as mail fraud? The second 

centered on knowledge and intent. Could courts reasonably assume that 

fraudsters understood card systems well enough to contemplate the entire 

credit-granting process when they made fraudulent purchases? Did fraud 

happen in the store or, by contractual translocation and the convenience of 

the modern mail, in some far-off credit office?42
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These questions converged in the case of Thomas Maze. In early 1971, 

Maze took up residence with Charles Meredith in Louisville, Kentucky. “In 

the spring of that year,” Supreme Court Justice William H. Rehnquist later 

wrote, Maze’s “fancy lightly turned to thoughts of the sunny Southland, and 

he thereupon took Meredith’s BankAmericard and his 1968 automobile and 

headed for Southern California.” Embodying the happy-go-lucky fraudster, 

Maze made out for the California coast, lodging at hotels in Huntington Beach 

and San Diego. Then he headed east for New Orleans, and on to Fort Lauder-

dale, all financed by Meredith’s BankAmericard. Finally, Maze returned to 

Kentucky, where Meredith’s ’68 Pontiac ran into some trouble. Maze took it 

to a garage and borrowed a 1964 Chevy on Meredith’s credit. Two days later, 

Maze, drunk, wrecked the Chevy. He was subsequently arrested.43

Federal prosecutors indicted Maze for one count of auto theft and four 

counts of mail fraud, one for each hotel bill charged to Meredith’s Bank-

Americard. A jury convicted Maze of all five counts, but in October 1972, the 

Sixth Circuit Court (Kentucky, Michigan, Ohio, and Tennessee) reversed 

the mail fraud convictions, arguing that Maze did not contemplate the use of 

the mails as part of his fraud plan. In doing so, the court rejected the expan-

sive view of the card transaction—and of criminal knowledge—implied 

by the other federal circuits. “It was immaterial to [Maze] how (or whether)” 

the hotel owners “collected their money or who eventually paid for the pur-

chases,” the court argued. “As far as appellant was concerned,” it continued, 

“his transaction was complete when he checked out of each motel.” The 

court went further, asserting that Congress, in enacting the 1970 card fraud 

statute, shared this view. Card fraud was not, as the Fifth Circuit would have 

it, per se mail fraud. Federal prosecution should be limited to cases over 

$5,000, as the law stated. “Casual or incidental misuses,” among them 

Maze’s, should be left “to local prosecution.”44

The Sixth Circuit’s ruling, along with a similar one delivered by the Tenth 

Circuit (Colorado and surrounding states) the same year, created significant 

disagreement among the federal courts, encouraging the Supreme Court to 

clarify the relationship between the card fraud and the mail fraud statutes. 

The court heard Maze’s case in November 1973. William T. Warner, a 

court-appointed Louisville attorney, represented Maze, who was serving out 

his auto theft sentence in federal prison. Warner’s argument was simple: 

courts could not assume that persons committing credit card fraud knew 
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their actions would involve the mail. The cases that gave rise to the per se 

doctrine of the Fifth and other circuits involved knowledgeable defendants 

and complex, long-term schemes, Warner explained. Yet Congress’s and the 

card firms’ moral outrage over organized crime should not shape the law for 

all defendants. Maze hadn’t thought twice. The court should curtail the fed-

eral government’s reach, Warner argued. If it did so, he assured, card sys-

tems would not go unprotected. “Kentucky statutes are more than adequate 

to cover every aspect of the so-called scheme.” State law could do the job just 

as well.45

A bare majority of justices accepted Warner’s argument, and only then 

with some reservation. On the dissenting side, it was patently obvious to 

Justice Harry A. Blackmun that card fraud contemplated the use of the mails, 

as it was to Justice Byron White, who wrote the primary dissent. Hoping to 

add meat to White’s dissent, Chief Justice Warren E. Burger wrote a short 

treatise on the history of the mail fraud statute, arguing that the court should 

maintain it as a robust tool for combating commercial fraud. Enough jus-

tices, though, were persuaded. Justices Thurgood Marshall and William J. 

Brennan Jr. believed that Proxmire’s amendments demonstrated Congress’s 

intent to limit card fraud jurisdiction. In conference, Justice Lewis Powell 

confessed that he “could toss a coin,” but he concluded that “credit cards 

ought to be at the state level.” William Rehnquist, a former president of the 

National Conference of Commissioners for Uniform State Laws and strong 

advocate of state prerogatives, likely agreed. But in his majority opinion, 

Rehnquist focused only on criminal knowledge and intent. Maze’s “scheme 

reached fruition when he checked out of the motel,” Rehnquist wrote. “There 

is no indication that the success of his scheme depended in any way on 

which of his victims ultimately bore the loss. Indeed, from his point of view, 

he probably would have preferred to have the invoices misplaced by the vari-

ous motel personnel and never mailed at all.”46

In concluding his oral argument, Warner tried to clarify the stakes of the 

case. “The Government,” Warner observed, “has lit off a kind of a smoky 

bonfire,” that “unless the Court overturns the Sixth Circuit decision that the 

entire credit card system is going to breakdown. I don’t think that’s true.” 

From Warner’s perspective, states like Kentucky, which had adopted the 

State Credit Card Crime Act proposed by American Express in April 1970, 

were more than capable of defending national card systems using local law. 
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In Maze’s case, the Louisville Bank that issued Meredith’s BankAmericard 

could provide all the evidence a local prosecutor would need. Because Maze 

ultimately defrauded the Louisville bank, Kentucky had the necessary juris-

diction, no matter how far Maze roamed. Justice White also saw the contin-

ued primacy of state criminal enforcement as the ultimate outcome in Maze, 

but with dramatically different consequences. Maze, in White’s view, “must 

now be charged and tried in California, Louisiana, and Florida. This result, 

never intended by Congress, may precipitate a widespread inability to appre-

hend and/or prosecute those who would hijack the credit card system.”47

Maze left federal card fraud law in a messy heap. In his dissent, Chief Justice 

Burger emphasized that the majority ruling did not preclude the use of the 

mail fraud statute to prosecute card crime. Prosecutors, though, had to dem-

onstrate that the use of the mail was an essential element of the fraud 

scheme. And in areas like Unholy Alliance frauds, where colluding mer-

chants undoubtedly knew the mail was in play, the federal government re-

tained authority. At the same time, Proxmire’s fraud law proved difficult to 

enforce. The $5,000 threshold Kleindienst requested applied to “a transac-

tion” involving an improperly obtained “credit card.” As written, “transac-

tion” and “card” were singular. If Congress imagined an aggregation of 

multiple fraudulent purchases on a single card, or on many cards, it had not 

said so. Only the Fifth Circuit took an expansive view of the text, allowing 

that Congress meant an aggregation of multiple transactions on multiple 

cards. On the contrary, “the interpretation of the majority of courts of the 

aggregation requirement,” one commentator wrote, “renders the statute too 

narrow to effectively combat credit card fraud.” Thus, while Justice White 

had been incensed that card fraud prosecutions would have to rely on the 

hodgepodge of state law, even within the federal courts, the location of spe-

cific fraudulent acts led to varied legal outcomes. The place of prosecution 

still determined whether certain actions were federal crimes or not.48

The issue of location permeated Maze in another way. The majority con-

cluded that prosecutors had to demonstrate that defendants knew how card 

systems worked well enough to have incorporated the geographic distances, 

which divided fraudulent purchases from the institutions ultimately respon-

sible for them, into their schemes. To commit mail fraud, card fraudsters had 

to be sophisticated users of financial technology. Criminals who understood 
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their transactions as occurring, in Maze’s case, in hotels in Florida and Cali-

fornia, not in a bank office in Kentucky, were literally pardoned for that lack 

of sophisticated understanding. As consumers began to use cards from out-

of-state banks, some confronted situations where their lack of knowledge 

about the geographic scope of card systems was, instead, distinctly punish-

ing. The laws of the state where they lived and used their card were not neces-

sarily the laws that applied to their credit card transactions. But unlike 

criminals, for whom knowledge and intent had to be proven to be enforced, 

courts were more comfortable assuming consumers knew what they were 

doing. The entire federal consumer protection regime rested on just this no-

tion of informed, autonomous, discerning consumers.

Finally, for card issuers, who craved uniformity and predictability, the saga 

demolished their faith that state policing could protect their card systems. 

Instead, card firms turned their attention to new technologies, which they 

hoped would enable stricter system security while still making credit conve-

nient. Magnetic strips, point-of-sale terminals, and electronic funds transfer 

systems held out the promise of augmenting card issuers’ newly crafted in-

stitutional embeddedness with complex technological systems that could 

defeat the most enterprising criminals. If constructed properly, these new 

systems of surveillance and control would enable bankers to cut out untrust-

worthy merchants and extend bank control even deeper into consumers’ 

lives. That, however, was a big if.49
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Where Is Fisher?

In the days preceding oral arguments in Marquette National Bank of Minne-

apolis v. First of Omaha Service Corporation, Justice Harry Blackmun pondered a 

teasing question: “Who is Fisher?” The issue in Marquette, argued before the 

Supreme Court in October 1978, was whether the First National Bank of Omaha, 

Nebraska, could charge its credit card customers living in Minnesota the 18 

percent interest rate allowed under Nebraska law, or if the bank instead had to 

conform to Minnesota’s 12 percent usury limit. The case hinged on the question 

of where First of Omaha’s card plan was legally located, which in turn would 

dictate which state’s interest rate applied. Nearly a decade of legal struggle cul-

minated in the case, as states sought to protect their citizens from high interest 

rates delivered through border-crossing credit cards. The state of Minnesota 

stood beside the Marquette bank as a plaintiff-respondent, with conservative le-

gal scholar Robert H. Bork delivering the oral argument for the Nebraska bank. 

In a similar case, the Iowa Supreme Court had recently decided against First of 

Omaha. Marquette would reshape the credit card market. It began, indirectly, 

with a man named Fred Fisher. Blackmun wanted to know who he was.1

In the decade before Marquette, state consumer leagues and labor union 

chapters waged a pitched political battle against the financial community 

over the price of credit, specifically the interest rates and fees tied to credit 

card accounts. In some states, these groups secured new laws that limited the 

rates lenders could charge. In others, state attorneys general challenged the 
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time-price doctrine and brought revolving credit under existing state usury 

regulations. Across the country, consumers, politicians, credit reformers, and 

bankers all understood consumer credit as bound within space and properly 

regulated by states. This patchwork of local regulation stood in the way of a 

unified, national credit card market. Growth-oriented national banks, situ-

ated in states with less restrictive interest rate rules, quickly put pressure on 

state-based consumer protections. Under federal law, nationally chartered 

banks could charge interest according to the laws of the state in which they 

were located. Although a bank’s location was fixed, its cards could readily 

cross state lines. Bankers located in states that allowed high interest used fi-

nancial technology to offer profitable, expensive credit in neighboring states. 

By mailing differently regulated cards across state borders, they used finan-

cial technology to undermine local democratic efforts to control credit prices.2

Consumers and state officials saw what was happening and tried to stop it, 

developing legal strategies to hold out-of-state card-issuing banks accountable to 

local interest rate rules. Examples in two states—Iowa and Minnesota—involving 

two sets of cases—Fisher and Marquette—illustrate the difficulties in doing so. 

The cases unfolded as consumer and labor groups in both states successfully 

challenged the high rates promulgated by the Uniform Consumer Credit Code, 

and as both states’ policymakers used Wisconsin’s J. C. Penney decision to rein in 

retail credit prices. In both states, the primary antagonist was the First National 

Bank of Omaha, a large regional bank that used cards as a tool to break out of the 

New Deal’s geographic and regulatory confines. From the late 1960s forward, 

states, banks, and individual citizens worked to shape the institutional and legal 

structures of the bank card market within the complex matrix of financial federal-

ism. For all parties, federalism offered legal instruments that might advance their 

interests, though ultimately, in Marquette, the banks would turn the system to 

their advantage. In the years after the decision, bankers would relocate their card 

plans to states without any price restrictions and use Marquette to export the rules 

from those states to cardholders across the country.

Geographic Structure of Bank Credit Card Networks

The questions at the heart of Fisher’s case—and later in Marquette—grew 

out of bankers’ efforts to build nationwide card networks that linked their 

geographically constrained credit card plans. Banks could not branch across 
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state lines when they began building networks in the mid-1960s, and in 

many states, local law constrained their markets even further. Within these 

confines, bankers envisioned cards as tools for recruiting local customers—

whether merchants or consumers: new customers would visit local bank 

branches and use their other services. Over time, Bank of America and Inter-

bank built national card systems by combining participating banks into na-

tionwide branch networks, making cards at once local in character and 

national in scope. Consumers held BankAmericard and Master Charge cards 

that featured the name of their local bank and often the insignia of a local 

card plan. Merchants joined card systems at the urging of their community 

banker. Bankers built their card networks to reinforce financial localism and 

to retain the interpersonal embeddedness that undergirded older credit rela-

tionships. All participants expected these local relationships to be regulated 

by local—that is, state—law.

Bank card plans remained fundamentally local in the 1960s, but bank 

networking strategies ensured that cards crossed state lines, even when the 

banks issuing them could not. Network builders had to deliver efficient 

nationwide—and eventually global—infrastructure, while maintaining close 

on-the-ground relationships. Bank of America executives approached this 

challenge by adopting a hierarchical structure. Bank of America partnered 

with large, regional banks, often assigning them multistate territories. Re-

gional, licensee banks then drew on “correspondent” relationships to recruit 

smaller “agent banks” in their service area. The local agent banks signed up 

merchants in their communities to accept BankAmericards and recruited 

consumers, either by recommending them for direct solicitation by the li-

censee bank or by accepting and forwarding applications to the licensee 

bank. The licensee bank issued BankAmericards and extended credit to con-

sumers within its geographic territory. Bank of America’s hierarchical net-

work enabled agent banks to offer local card services. The licensee bank and 

the network, in turn, gained the agent bank’s local knowledge and commu-

nity relationships. Interbank coalesced after the bank card associations, like 

Chicago’s Midwest, had organized, and its architecture was more decentral-

ized. Nevertheless, large banks likewise recruited agent banks to expand the 

network and embed the card system locally.3

Licensee banks distributed cards across multistate territories, yet because 

state interest rate rules varied, licensee banks had to determine which rates 
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applied. This problem had two layers. First, when bank card networks ex-

panded in the late 1960s, it was often unclear within individual states whether 

state interest rate rules applied to bank cards at all—because of the time-

price doctrine—and if so which of a state’s interest rate laws applied. Rate 

rules within states could also work differently for state and nationally char-

tered banks. Under the “most favored lender” doctrine, national banks could 

charge the same rates as any competing state chartered or licensed financial 

institution, including small loan companies that could charge 30 percent a 

year or more. James Saxon, comptroller of the currency (1961–66), who 

oversaw the national banking system, encouraged banks to interpret this 

rule liberally to make their card plans profitable. State policymakers chal-

lenged this approach. When two Oregon national banks used the comptrol-

ler’s ruling to justify charging 18 percent interest on their BankAmericard 

plans under the state’s small loan law, rather than the 10 percent allowed for 

commercial bank loans, Oregon’s attorney general ruled that the card plans 

violated state usury laws. The banks backed down, accepting that it was bet-

ter to negotiate with state policymakers than to defy them on the basis of 

federal authority—a stance which would only make future negotiations 

more difficult. Within states, then, national banks tended to defer to local 

authority and to work with local policymakers to set statutory rates. Banks 

operating plans between states, however, had no influence over rate policies 

in other states. When their cards crossed state lines, bankers adopted the rate 

rules of their home states, but it brought them into conflict with consumers 

and officials of other states, who fought to enforce local rules.4

The Fisher and Marquette cases centered on one such bank, the First Na-

tional Bank of Omaha, Nebraska (First of Omaha). First of Omaha pioneered 

charge account banking, introducing the “First Charge” service in January 

1953. First Charge experienced growing pains similar to those of other charge 

account banks—resistance from large retailers, high consumer defaults, cul-

tural opposition from conservative bank executives. Still, the program grew 

steadily in Omaha where the bank had its office (Nebraska was effectively a 

unit banking state). When the card market took off in the mid-1960s, First of 

Omaha joined the fray. In 1966, it launched a major campaign in Omaha, 

increasing active accounts from 12,000 to approximately 30,000. Executives 

soon looked to expand across Nebraska, then regionally, relying on the new 

national card networks to facilitate growth. First of Omaha considered joining 



Fig. 5: First of Omaha ran ads, such as this one in the July 1968 Northwestern Banker, 
to recruit agent banks to its BankAmericard program. Bill Henry (pictured), who was 
employed and paid by First of Omaha, traveled to “most cities” in Iowa “to enroll agent 
banks in the First of Omaha Service Corporation’s BankAmericard plan.”

Source: Ad, First National Bank of Omaha, Northwestern Banker (July 1968); deposition of J. Wil-
liam Henry, December 11, 1974, 6, Fisher Case File. Reprinted with permission from FNBO.
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Interbank, but in April 1968 it joined BankAmericard instead. Bank of Amer-

ica assigned First of Omaha a territory encompassing Nebraska, Iowa, and the 

Dakotas, where First of Omaha would solicit customers, participating mer-

chants, and agent banks. First of Omaha adopted the BankAmericard with 

great fanfare. In Nebraska, the bank’s “BankAmericard Girls” wore blue, 

white, and gold uniforms and drove matching Volkswagen Beatles as they 

enrolled local merchants. Five male employees, not dressed in card-themed 

uniforms, traveled across the four-state region signing up agent banks to pro-

mote “First Charge/BankAmericard” in their communities. Meanwhile, the 

bank had also mailed 500,000 card applications and 250,000 unsolicited 

cards, one of which landed in Fred and Edna Fisher’s mailbox. By the end of 

1970, First Charge incorporated 227 agent banks, 8,000 merchants, and 

675,000 consumer accounts.5

First of Omaha adopted BankAmericard’s corporate architecture, which 

created legal divisions between the bank and the network to fix card lending 

in the issuing bank’s home state. Under this agreement, First of Omaha 

performed all credit card lending functions: it checked consumers’ credit, 

issued credit cards, extended credit when consumers made purchases or re-

ceived cash advances, billed consumers, assessed interest, and accepted re-

payment from consumers. First of Omaha undertook these functions in its 

“BankAmericard Center,” a system-wide term for a licensee bank’s Bank-

Americard computer and operations division. The BankAmericard Center 

sat on the tenth floor of First of Omaha’s downtown headquarters. Also lo-

cated there was First of Omaha Service Corporation (Omaha Service), a sub-

sidiary firm, which First of Omaha chartered to manage the BankAmericard 

network. The service corporation maintained the day-to-day functioning of 

the network, providing merchants and agent banks with the logistical 

support and BankAmericard materials they needed—forms, supplies, and 

equipment—to operate the program. It also solicited merchants in Nebraska 

and agent banks in neighboring states, like the Coralville Bank and Trust 

Company in Coralville, Iowa, where the Fishers banked.6

Omaha Service was a legal fiction—a way to artificially divide banking and 

non-banking aspects of card plans. Bank employees performed all service 

corporation work. The blue, white, and gold clad BankAmericard Girls 

signed up merchants for Omaha Service, but they were employed by First of 

Omaha. Asked if he could distinguish between the firms, bank executive Jim 
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Doody conceded that “to a person who came to the bank and wanted to see 

the Service Corporation[,] it would be impossible to locate.”7

The legal fiction was necessary because it fixed credit card lending at the 

bank in Omaha, Nebraska, even as bank employees, under the guise of the 

service corporation, built card infrastructure across state lines. As it ex-

panded its plan across the Midwest, First of Omaha charged cardholders 

Nebraska’s installment credit rates, which before 1974 were 18 percent on 

balances below $500 and 12 percent thereafter. In their agreements with the 

bank, consumers accepted that “I may, by use of my BankAmericard, issue 

drafts upon you for acceptance by you at Omaha, Nebraska,” and “I further 

Fig. 6: This figure depicts the division of roles and responsibilities within the BankA-
mericard network in the late 1960s.

Source: Bank of America, “Agent Bank Agreement,” January 10, 1969, plaintiff’s exhibit 4; BankA-
merica Service Corporation, “Participant Letter License Agreement,” June 10, 1969, plaintiff’s 
exhibit 7; Contract between First National Bank of Omaha and First of Omaha Service Corpora-
tion, ca. 1968, defendant’s exhibit G, Fisher Case File; “Bank Credit Card Service Organization and 
the Bank Service Corporation Act,” Federal Reserve Bulletin 53, no. 11 (November 1967): 1912–1913.
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agree to pay my BankAmericard account to you at Omaha, Nebraska.” From 

the perspective of banking law, such pronouncements were sound and sen-

sible. First of Omaha was located in Omaha. Omaha Service, however, 

ranged more widely. It performed services for merchants and agent banks 

in Iowa, South Dakota, and beyond. To function, First of Omaha’s Bank-

Americard program required those services as much as anything happening 

in Omaha. Lending, in an abstract, legal sense, may have taken place in 

Nebraska, but the card program—the infrastructure that made lending 

possible—existed in all these states. As state officials and consumers fought 

for low credit prices, they used the ambiguity between the bank and the ser-

vice corporation to hold First of Omaha accountable to local laws.8

Minnesota: Enforcing Local Credit Laws

Licensee banks like First of Omaha began to construct cross-border card 

programs at the height of consumer mobilization over high credit prices. In 

Minnesota, political conflict over card rates emerged within national debates 

about the Truth-in-Lending Act and the Uniform Consumer Credit Code. In 

the late 1960s, Minnesota’s usury laws were in exactly the state of confusion 

and haphazard accretion that the UCCC’s drafters hoped to resolve. In 1957, 

Table 2. Division of Functions between First of Omaha and Omaha Service.

First of Omaha (legally in Omaha) Omaha Service (location variable)

•Check credit and issue cards •Solicit merchant members
•Accept sales and cash advance drafts • Solicit agent banks
• Keep transactions records of service  •Provide BankAmericard materials to
corporation’s merchant members   merchants and agent banks

• Sell sales drafts to service corporation  •Assist the same in operating program
at its request • Solicit consumer applications and mail 

credit cards
 •Collect merchant enrollment fees
 • Acquire (i.e., pay for) improper sales 

and cash advance drafts

Source: Contract between First National Bank of Omaha and First of Omaha Service 
Corporation, ca. 1968, defendant’s exhibit G, Fisher Case File.
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lawmakers reenacted the state’s 8 percent general usury rate. State law set 

distinct statutory rates for small loan companies, thrifts, credit unions, bank 

installment loans, and auto loans. Minnesota exempted most business loans, 

as well as federally insured home loans, from the 8 percent limit. Moreover, 

Minnesota’s courts had long observed the time-price doctrine, exempting the 

sale of goods on credit from rate limits because such transactions reflected a 

difference in price rather than a loan of money. When the legislature took up 

the UCCC in the late 1960s, lawmakers “really d[id]n’t know what the law is” 

regarding retail revolving credit. They also did not know what to do about the 

out-of-state bank cards that were pouring into Minnesota. Yet lawmakers 

knew enough to worry that the state’s restrictive and uncertain rate rules 

were limiting the development of the bank card industry in their state.9

Because of Minnesota’s low rate ceilings, the convenient credit revolution 

was bypassing local banks. In the 1950s, several banks in Minneapolis 

had run competing charge account plans, including the state’s largest bank 

holding company, the Northwest Bank Group, known locally as “Banco.” The 

plans had relied on merchant discounts for revenue. Yet competition among 

the banks, without the cooperation later developed in Chicago and else-

where, meant none generated sufficient volume to turn a profit. Banco and 

its competitors sold their card plans in 1960. Over the next decade, firms like 

Bank of America shifted the emphasis of bank card plans from merchant 

discounts to consumer financing. In the late 1960s, a few Minnesota banks 

moved into the card field. In 1968, the Marquette National Bank of Minne-

apolis (Marquette) joined BankAmericard and began to solicit agent banks, 

merchants, and consumers. Banco and several other banks chartered the 

Central States Bank Card Association, which they planned to tie into the 

Interbank network. The only hang-up was Minnesota’s low interest ceiling. 

To accommodate their new card plans, bankers lobbied the state legislature 

to establish card rates at 18 percent in its 1969 session. They expected ready 

success.10

Lawmakers, wrapped in the UCCC debate, were not in an accommodating 

mood. They defeated the rate increase, and bedlam ensued. Banco’s Central 

States Bank Card Association, which had not yet issued cards, sat frozen. 

“The things that are legal aren’t feasible, and the things that are feasible 

aren’t legal,” Banco chairman John Moorhead complained. Many Minnesota 

banks, including Banco, turned to agent bank agreements to offer card plans. 
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By September, a Minnesota Bankers Association representative explained to 

state lawmakers that “bank credit card operations are increasingly being con-

ducted from banks outside the state.” This situation was likely to become 

permanent, the representative continued, once Minnesota banks became 

locked into agent bank agreements, signing up local merchants for the card 

plans of out-of-state banks. By the early 1970s, the card revolution was by-

passing Minnesota’s banks: In 1973, 1.84 percent of all national bank loans 

were card receivables, but in Minnesota, only 0.18 percent were.11

As these figures indicate, a few Minnesota banks continued their card pro-

grams despite the legislature’s unwillingness to raise permitted rates, taking 

various degrees of legal risk as they sought to make their card plans profit-

able—or at least viable. The state’s installment loan statute allowed banks to 

charge 12 percent interest, and Minnesota authorities accepted Marquette’s 

decision to charge consumers this rate on their outstanding BankAmericard 

balances. Within these constraints, Marquette built a sizable program. The 

bank claimed 110 agent banks, 7,000 merchants, and 50,000 cardholder ac-

counts across Minnesota and the Dakotas. Taking a greater risk, the small St. 

Cloud National Bank and Trust Company charged its Master Charge custom-

ers an 18 percent annual rate on their outstanding balances. Minnesota de-

partment stores charged similar rates on revolving accounts under the 

time-price doctrine, as did Interbank banks operating in other states. These 

prices drew closer scrutiny from Minnesota authorities, though St. Cloud’s 

executives believed the rates were permitted under federal law.12

With the legal environment ambiguous, many Minnesota banks offered 

cards through agent bank agreements, providing Minnesota consumers 

cards issued by out-of-state banks. The arrangement between the National 

Bank of Omaha—a rival of First of Omaha—and the Olmstead County Bank 

and Trust Company of Rochester, Minnesota, was typical. The Olmstead 

bank contracted with local Minnesota merchants to honor Master Charge 

cards and retained 1 percent of charge sales generated by these merchants, 

along with their annual membership fees. The Olmstead bank further agreed 

to “use its best efforts to obtain the names of persons who might be eligible 

to become Master Charge Card holders” and to forward those names to 

Omaha National Bank. Omaha National Bank ran its own credit check and 

mailed a Master Charge card to each qualifying consumer, for which the 

Olmstead bank received a $1 finder’s fee. The front of the cards featured the 
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name of the Olmstead bank, rooting the plan in Rochester and suggesting 

that the cards were issued in Minnesota. But the Omaha National Bank is-

sued them in Nebraska, where, according to cardholder contracts, it extended 

all credit and retained all income. The Nebraska bank charged Minnesota 

consumers 1.5 percent a month, a rate legal in Nebraska but of dubious legal-

ity in Minnesota.13

The Republican attorney general—and gubernatorial candidate—Douglas 

Head recognized the problem and the political salience of high credit prices. 

In October 1969, Head ordered his staff to determine whether in- and out-

of-state bank card plans violated Minnesota’s 8 percent usury law. In doing 

so, he joined a bipartisan movement to hold card firms accountable to local 

price restrictions, one advanced by both Democrats and Republicans who 

sought to appeal to consumer-voters.

In July 1970, Head sued the St. Cloud National Bank as a card-issuing 

bank located in Minnesota, to test the legality of St. Cloud’s 18 percent rate. 

The parties delayed, hoping, in the words of St. Cloud’s attorney, that “the 

Legislature would resolve this matter” in the 1971 session. Instead, the 

legislature authorized retailers to charge 12 percent on their revolving 

charge accounts, a compromise between retailers, who also sought 18 per-

cent rates, and consumer and labor groups, who fought to keep the rate at 

8 percent. The compromise did not address bank cards. Although St. Cloud’s 

executives maintained that they “were not subject to the limitations of 

the usury law . . . in view of federal regulation,” the bank lowered its Master 

Charge rate to 1 percent a month. The bank’s attorney also pleaded with 

the attorney general’s office not to proceed with the litigation, drawing on 

the antimonopoly ideals that had driven early bank card plans. “Our little 

bank,” the attorney wrote, “is deeply concerned with the survival of the 

smaller merchants and we are satisfied they cannot ultimately compete with 

the [retail] giants, absent some kind of credit help such as we are trying to 

give them.” The state dropped the case on the stipulation that the bank, 

which at the time had fewer than 3,000 cardholders, keep its rate at 12 per-

cent. As in Oregon, accepting local authority won out over fighting for 

federal privileges.14

The state’s second action was more complicated—and ultimately more 

consequential. The attorney general’s office sued the Olmstead County Bank 

and the Omaha National Bank, beginning a fight against out-of-state card 



194 the marquette  decision

issuers that would end at the Supreme Court. The question was whether a 

national bank located in Nebraska could charge Minnesota consumers Ne-

braska rates. At first glance, it looked like a hard case for Minnesota to win. 

The attorney general’s office recognized that Section 85 of the National Bank 

Act allowed national banks to charge interest according to the laws of their 

home state. Credit card loans originated in Omaha, statements were mailed 

from Omaha, and consumers remitted payments to Omaha: National Bank of 

Omaha’s card contracts clearly explained these facts to consumers. Courts 

usually upheld such contracts, Minnesota’s attorneys noted. But there 

were exceptions. “Courts are hesitant to apply the Rule where it would work a 

gross injustice,” the attorneys argued. Such injustice would occur if the par-

ties were in substantially unequal bargaining positions or if the entire transac-

tion was merely a pretense to evade the usury laws of one state. In these 

circumstances—circumstances Minnesota’s attorneys believed matched their 

case—local courts were more likely to intervene to protect local citizens.15

Before a sympathetic Minnesota court could hear these arguments, how-

ever, the attorney general had to convince such a court that it had jurisdiction 

over a Nebraska bank. Just as national bank loans, for the purposes of apply-

ing state usury laws, existed in their home states, so too did national banks 

have the privilege of being sued only in their home states (ostensibly so they 

wouldn’t have to cart their business records all over the country whenever 

they engaged in a legal dispute). Localism cut both ways. National banks 

could give up this right, although Minnesota’s attorneys could not imagine 

that any bank would do so. If these legal propositions held—if card loans 

legally happened in Nebraska and the Omaha bank could only be sued 

there—they had decidedly unsavory consequences for Minnesota citizens. 

“Any Minnesota resident would be required to begin an action in Nebraska 

for the penalties under a usurious contract.” As agent bank agreements be-

came more common in Minnesota, state residents increasingly received un-

solicited, high-interest cards from out-of-state banks. Using these cards was 

convenient. Exercising legal rights would not be.16

In their briefs to the Minnesota court, the state’s attorneys tried to make the 

case about credit infrastructure, not just card lending. They asked the court to 

look beyond the loan contract and consider the entirety of the Master Charge 

plan. “The Omaha National Bank chose to enter this State and set up an elabo-

rate banking relationship for one motive: profit,” they argued. The court should 
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thus consider all aspects of that elaborate relationship when considering juris-

diction. Minnesota state law required out-of-state corporations doing business 

in Minnesota to register with the secretary of state and accept legal service 

there. “Doing business,” meant contracting with Minnesota citizens and per-

forming some portion of the contract in Minnesota. The Master Charge plan, 

Minnesota’s attorneys contended, met these conditions. The Minnesota court 

was sympathetic, but, compelled by federal statute and Supreme Court prece-

dent, it dismissed the Omaha National Bank from the suit. It did so reluctantly: 

“The policy reasons advanced by the State of Minnesota for a different interpre-

tation of that federal statute are quite convincing . . . and may very well justify 

a reversal.” Although the attorney general’s office chose not to pursue Omaha 

National Bank in federal court (in Nebraska), it still hoped to clarify the law. It 

maintained the case against the Olmstead Bank in order to determine whether 

the state could take action against agent banks that facilitated high-interest 

credit card plans, only ending its suit—without resolution—in August 1973.17

Following the dismissal, state legal assistant Mary Gallagher filed a lengthy 

memo evaluating Minnesota’s efforts to hold Omaha National Bank account-

able to Minnesota law and reflecting on the larger issues of credit prices and 

credit citizenship raised by the case. “Few holders of Master Charge cards are 

obviously poor or necessitous,” Gallagher began. “They may nonetheless be 

in the usurer’s clutches, since it is difficult to achieve a ‘credit rating,’ to pay 

for airline tickets and the like by check, and in general to operate as adver-

tisements urge us to in a ‘credit society’ without a credit card like Master 

Charge.” As Gallagher recognized, bankers were pushing their private pay-

ments infrastructure to the center of middle-class American life. To fully 

participate in the nation’s credit society, consumers needed cards. Over the 

past half decade, Minnesota consumer groups, labor groups, and their po-

litical allies had fought to define the terms of credit access. They sought and 

attained safe, inexpensive credit in the state legislature. Minnesota’s attor-

neys, in turn, fought to cement those rights in state courts. State officials had 

to carry on fighting, Gallagher reasoned. Citizens might take on the banks 

themselves, but at the risk of their credit standing. “On behalf of such bor-

rowers, and there are many, who hesitate to endanger their status as high-

quality debtors,” Gallager argued, “the state must bring the action.” The state 

of Minnesota would get its chance again. But first, borrowers with little left 

to lose would carry the fight to issuing banks’ home states.18
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Iowa and the Fisher Cases

Minnesota’s case against the Olmsted and Omaha banks failed to clarify 

how financial federalism’s geographically bounded system of state interest 

rate regulations applied to out-of-state banks and their cross-border card 

plans. Not long afterward, another series of cases picked up in Iowa that 

would advance the question, though not in ways that favored consumers or 

the states that sought to protect them. These cases were instituted on behalf 

of Fred and Edna Fisher, and their story will begin to answer Justice Black-

mun’s question.

As were their colleagues in other states, Iowa policymakers were deeply 

concerned about expensive revolving credit. Beginning in 1969, Iowa’s legis-

lature considered the Uniform Consumer Credit Code, which received local 

support from J. C. Penney and other retailers and bank card organizations, 

such as the Mid-America Bankcard Association. Lawmakers found the 

code exceedingly complicated; they moved slowly. Seeking quicker resolution, 

Iowa’s Republican attorney general, Richard Turner, followed the example set 

in Wisconsin, where the state sued J. C. Penney to demonstrate that revolving 

credit plans were not time-price sales and thus had to abide by state interest 

rate restrictions. Turner sued Sears, Standard Oil, and Younker Brothers, a 

regional department store chain. He alleged all three had violated the state’s 

9 percent general usury limit with their revolving charge plans. In September 

1973, the state’s supreme court followed J. C. Penney, holding that revolving 

credit was not a time-price sale and setting retail credit rates at 9 percent. The 

ruling created momentum for the Iowa Consumer Credit Code, which, when 

enacted in June 1974, set revolving credit prices for both retail and bank cards 

at 18 percent for the first $500 and 15 percent on all exceeding balances.19

This legislative resolution, though, was in the future. The Fishers’ story 

begins in February 1969, when they received in the mail a BankAmericard 

from the First National Bank of Omaha, which neither Fred nor Edna had 

requested. Their local bank, the Coralville Bank and Trust, was an agent bank 

in First of Omaha’s BankAmericard program, and it seems to have given 

First of Omaha the Fishers’ names as likely card prospects. They were. The 

Fishers quickly used their BankAmericard: Edna made purchases at two de-

partment stores and a local record shop. She favored the pop of Johnny 

Mathis and Ed Ames, and the country of Roger Miller and Johnny Horton. 
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Fred used the card at local restaurants and a nearby Chrysler-Plymouth 

dealer. Edna, who signed her name “Mrs. Fred J. Fisher” on her card, also 

received a $250 cash advance at the Coralville Bank. For several months the 

Fishers paid the minimum balance on their BankAmericard account until 

February 1970, when they started to miss their payments. First of Omaha 

began collection calls in July. The Fishers made a few more payments, but by 

March 1971, the bank determined their remaining debt of $490.18 was un-

collectible. Then the lawsuits began.20

The issue was not the Fishers’ bankruptcy—we do not know the outcome 

of their debt—but instead First of Omaha’s lending practices. The bank 

charged the Fishers 1.5 percent per month on their outstanding balances (18 

percent annually), a rate permitted in Nebraska but not yet in Iowa where the 

Fishers lived and used their card. First of Omaha also failed to comply with 

the Truth-in-Lending Act’s disclosure rules. The Fishers’ attorney, Everett 

Meeker, accepted the case on contingency, meaning he would be paid only if 

the Fishers prevailed. He also took advantage of new civil procedure rules to 

file the suit as a class action, on behalf of Fred Fisher and all others similarly 

situated. The First National Bank of Omaha had 56,940 cardholders living in 

Iowa. If Meeker won judgments for all of them, he stood to become a rich 

man (First of Omaha estimated its potential liability at $43 million). The Fish-

ers had also received and used a card from the First National Bank of Chi-

cago, which was charging them Illinois’s 18 percent interest on their Iowa 

purchases. Meeker, an entrepreneurial litigator, sued the Chicago bank too.21

Like Minnesota’s attorneys, Meeker believed his best chance was to try the 

Fishers’ cases locally, in a court in Iowa, and Meeker brought both suits in 

federal court there in September 1971. (Although we’ll focus on First of 

Omaha, early results in the First Chicago case were much the same.) In the 

same way that Minnesota’s attorneys had urged the local court to consider 

the “elaborate banking relationship” that constituted the card plan, Meeker 

asked the Iowa court to examine the credit infrastructure that existed in Iowa 

when determining jurisdiction. Meeker zeroed in on the specific link be-

tween First of Omaha and its subsidiary Omaha Service. He sued the bank 

since it had issued the Fishers’ card and assessed them allegedly usurious 

interest. But Meeker argued that the two firms were legally indistinguish-

able. Since Omaha Service was registered with Iowa’s secretary of state to do 

business in Iowa and could be sued there, the bank, if his logic held, could 
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be as well. Predictably, First of Omaha fought this argument and immedi-

ately petitioned to dismiss the case for improper venue.22

Meeker’s argument focused on the slippery legal fictions that structured 

regulatory place and space in bank card systems. Questioning First of Omaha 

executive Jim Doody, Meeker asked if there was anything “that would indi-

cate that the service corporation is different from the bank?” Doody pointed 

out that the “forms, with the First Service Corporation name on it” were dif-

ferent. “But,” Meeker pressed, “to a person who came to the bank and wanted 

to see the Service Corporation[,] it would be impossible to locate a Service 

Corporation as such?” Yes, Doody agreed. Put another way—and to para-

phrase legal scholar Felix Cohen—when asked “Where is a service corpora-

tion?” Doody conceded that nobody had ever seen a service corporation. It 

did not, in any tangible sense, exist.23

Meeker countered Doody’s legal metaphysics by invoking the realness of 

the Fishers’ location. If the service corporation had no concrete place, Fred 

and Edna Fisher certainly did. They lived and shopped and banked in Iowa. 

Under financial federalism, they expected their transactions would be regu-

lated by Iowa. When First of Omaha mailed the Fishers an unsolicited card—

on the letterhead of the Fishers’ Iowa bank—First of Omaha relied on the 

place-based social contract to embed their card plan in Iowa. Fred Fisher, 

Meeker explained, “is now and always has been an Iowa resident. The card 

was accepted by plaintiff in Iowa and used in Iowa. It was used to make a 

loan at an Iowa bank and to make purchases from merchants in Iowa.” Ulti-

mately, Meeker argued, “How can a state regulate banking within its borders 

if it cannot bring an action against the bank in its own state?” State officials 

across the Midwest were asking the same question.24

Meeker’s focus on Omaha Service—a strategy that would work in later 

cases—was astute, but although the Iowa court was receptive to his argu-

ments, First of Omaha largely prevailed. “The court is in sympathy with the 

argument that the venue privilege imposes a hardship on the consumer.” It 

agreed that Omaha Service was “merely an adjunct of the First National 

Bank of Omaha.” Moreover, by making “contracts to be performed in whole 

or in part in Iowa,” Omaha Service could be sued in the state. Meeker, how-

ever, had not sued Omaha Service. And Omaha Service had not made high-

interest loans to Fred and Edna Fisher. First of Omaha had. The bank retained 

its venue privilege. Indeed, the court concluded, First of Omaha’s use of a 
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subsidiary corporation to conduct the parts of its BankAmericard business 

that could not be strictly construed as happening in Nebraska indicated 

that the bank intended to maintain a legal separation between its lending to 

the Fishers and the elaborate infrastructure that made that lending possible. 

The service corporation’s tangible existence was irrelevant; its legal existence 

was what counted. Still, instead of dismissing the case, as First of Omaha 

requested, the judge transferred it to federal court in Nebraska. The same 

result obtained in Meeker’s suit against First of Chicago, sending that case to 

federal court in Illinois.25

The movement of the cases out of Iowa did impose a hardship on the Fish-

ers and on Meeker—Meeker made embarrassing filing errors because he did 

not know the local rules of the Nebraska courts—but Meeker was persistent. 

He carried the Fishers’ grievances from their home in Iowa to the home 

states of First of Omaha and First of Chicago. At these sites, too, Meeker 

claimed that the banks were shipping usurious rates into Iowa; again he met 

frustration. The U.S. District Court for the Northern District of Illinois ruled 

that Illinois law governed all loans made by First of Chicago, “whether such 

loans are made in Illinois or elsewhere.” Meeker traveled further still, ap-

pealing the cases to the federal Court of Appeals, for the Seventh and Eighth 

Circuits, respectively, which held sway over Illinois and Nebraska. Again, 

both courts ruled for the defendant banks, determining that they could 

charge the rates allowed by their home states. The Supreme Court declined 

to hear appeals, denying Meeker the opportunity to carry the Fishers’ case to 

Washington. Everett Meeker was forced to go home.26

The Fishers’ cases complicated new attempts by Iowa policymakers to hold 

First of Omaha accountable to local law. In June 1974, the Iowa legislature 

enacted the Iowa Consumer Credit Code (ICCC). The code raised revolving 

credit limits to 18 percent for the first $500 and 15 percent on all exceeding 

balances. These rates were comparable to, but still distinct from, the 18 per-

cent for the first $999.99 and 12 on all exceeding balances charged by First 

of Omaha under then current Nebraska law. The ICCC also charged the 

state’s attorney general with administering the act, empowering the office to 

enforce these provisions on the state’s behalf. In November, Richard Turner 

sued Omaha Service and the Central National Bank and Trust Company, an 

Iowa agent bank for First of Omaha’s BankAmericard plan. The case was a 

whirlwind. An Iowa state court signaled its intention to issue an injunction, 
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preventing First of Omaha from “assessing or collecting” interest in excess of 

Iowa rates. Before the judge could sign the order, Omaha Service moved the 

case to federal court. The federal court, in turn, sent the case back to state 

court, which finally found that the banks were violating the ICCC and issued 

an injunction. It then reversed itself because of the precedent established in 

Fisher v. First Nat. Bank of Chicago and granted summary judgment in favor 

of First of Omaha. With his head likely still spinning, Turner appealed to the 

Iowa Supreme Court. But now new cases advanced in Minnesota.27

Minnesota and Marquette

As the Fishers’ cases were moving through the courts, the bank card mar-

ket continued to develop in Minnesota. Following its settlement with the 

state in 1972, the St. Cloud National Bank sought to “test the viability of the 

plan at twelve percent,” but it soon discontinued its Master Charge program. 

This left Marquette National Bank of Minneapolis as the only card-issuing 

bank in Minnesota. Marquette, too, could not profitably maintain its Bank-

Americard program under the state’s 12 percent interest rate ceiling. In 1973, 

the bank began charging cardholders a $10 annual fee. The move was un-

precedented: banks had always offered their cards as a “free” service to con-

sumers, in contrast to elite travel cards like American Express. Most bank 

executives believed consumers would never accept an annual service charge. 

When the fee went into effect, Marquette lost 40 percent of its cardholders. 

Its card program also began to generate profits. By 1975, Marquette issued 80 

percent of bank cards in Minnesota, with the rest coming from out-of-state 

banks. The state’s low interest rates had taken a clear toll on bank card growth: 

in 1975, 2.38 percent of all national bank loans were for credit card accounts, 

whereas only 0.29 percent of Minnesota national bank loans were.28

In stark contrast, Nebraska bankers took advantage of their state’s high 

rates, so that in 1975, card loans—spread across the Midwest—accounted for 

5.11 percent of Nebraska national bank lending. First of Omaha led the way 

and executives were eager to continue expansion. The Fisher cases had been 

a boon to the bank. Although the suits remained unresolved, executive Jim 

Doody recalled, competing national banks had stopped soliciting customers 

in Iowa. On the advice of their attorney—who told Doody, “Don’t worry . . . 

we’re going to win”—First of Omaha redoubled its solicitation efforts. The 
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bank used the conflict between state and federal law to break down the barri-

ers to a national card market. “We were taking the state by storm,” Doody 

explained, “and, buoyed by these developments, we decided to expand into 

Minnesota, which, like Iowa, also had a low usury ceiling.” When First of 

Omaha turned its attention to Minnesota, Omaha Service again solicited 

agent banks, merchants, and consumers to join the BankAmericard plan. As 

in Iowa, First of Omaha planned to charge consumers 18 percent on the first 

$999.99 of their outstanding card balances, and 12 percent on any remain-

der. With these rates, First of Omaha could offer their cards for “free.”29

Seeing its market in jeopardy, Marquette turned to the state for protection. 

In early 1976, the Minnesota legislature took up the Bank Credit Card Act, 

which formalized the 12 percent rate for bank card plans and allowed banks 

to charge up to a $15 annual fee “for the privilege of using a bank credit 

card.” The law also provided tools to fight out-of-state card issuers. It applied 

to “any national banking association doing business in this state.” Any bank 

operating in compliance with the law could seek injunctive relief when “in-

jured competitively” by a bank violating the statute. As the state senator in-

troducing the proposal explained to his colleagues, the law represented an 

“attempt to limit the influx of credit cards . . . from other states by requiring 

that . . . they must do what is required by our laws.” Lawmakers understood 

that they were managing a trade-off between consumer protection and local 

bank profits: they should not “feel we are passing any ‘big piece’ of con-

sumer legislation because we are not,” “Baldy” Hansen, Labor and Com-

merce Committee chair told his colleagues. Although the committee did not 

do the math, consumers who carried an average balance of less than $166.67 

would have been better off under First of Omaha’s plan. Nevertheless, con-

sumer and labor groups, who wanted to preserve low-cost credit, supported 

the law, as did financial institutions, which wanted state protection from 

price competition. Both sides shared an interest in preserving Minnesota’s 

sovereignty over local interest rates and with it the legislative forum to rene-

gotiate the balance between consumer and creditor interests in the future.30

When Minnesota’s Bank Credit Card Act went into effect, Marquette 

promptly sued First of Omaha and Omaha Service, seeking to stop the Ne-

braska bank from issuing cards in Minnesota. But the Minnesota state court 

simply sent the case to federal court. Although the Fisher appeals had not yet 

been decided, Marquette’s attorneys feared a federal court would be more 
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sympathetic to the argument that First of Omaha’s card program was gov-

erned by Nebraska law. Marquette’s attorneys then took a novel step: they 

dropped their suit against First of Omaha, the bank, and sought injunctive 

relief only against Omaha Service. In doing so, they followed the course 

charted by Everett Meeker, focusing on the credit infrastructure that made 

card lending, not the loans themselves, possible. Marquette’s attorneys took 

Meeker’s strategy one step further. Although Meeker had tried to keep his 

case in Iowa by piercing the legal veil between First of Omaha and Omaha 

Service, his ultimate goal was recovering damages from First of Omaha. The 

bank, after all, had the money. Marquette wanted to halt First of Omaha’s 

card solicitation. Stopping Omaha Service achieved that end. Omaha Service 

was licensed to do business in Minnesota and could be sued in state court. 

The case transferred there.31

For a time, this proved a winning strategy. Articulating the core tenets of 

financial federalism, the Minnesota court stated, “Since the founding of our 

republic, Congress, by its legislation, has allowed states to set their own in-

terest rates.” Yet, it continued, “the defendants are arguing that they have a 

right to export Nebraska’s high interest rate into the State of Minnesota.” The 

court permanently enjoined Omaha Service from issuing cards in Minne-

sota. The injunction effectively barred First of Omaha, which actually issued 

the cards, making the bank a de facto defendant. On appeal, a majority of the 

Minnesota Supreme Court argued that a “bank engaged in the interstate 

business of credit card financing should not be able to avoid the provisions 

of Minnesota law.” The court, though, could not accept the procedural ma-

neuvering employed by Marquette’s attorneys. The majority reluctantly con-

curred with the Fisher rulings that First of Omaha was subject only to 

Nebraska law. Justice George M. Scott dissented. “Should a simple credit 

card transaction between a local citizen and a local merchant be construed as 

a bank loan by the Nebraska bank to a Minnesota citizen, as Fisher proclaims 

without question?” Scott demanded. “Minnesota,” he added, “should reject 

such an extension as a misinterpretation of the National Bank Act and exer-

cise its own judgment.” It should, according to Scott, retain its policy pre-

rogative over in-state interest rates.32

The Iowa Supreme Court, which heard Richard Turner’s appeal of the 

Omaha Service case in June 1978, took just this position. The federal courts’ 

rulings in the Fisher cases, the court contended, moved beyond the principle 
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of “competitive equality” between national and state banks. Federal courts 

were “not arguing for equality but for superiority over All other lenders.” 

Further, the Iowa court determined, the events that led to the Fisher cases had 

occurred before Iowa enacted its consumer credit code, which established 

explicit rates for credit card loans. “To follow the Fisher decisions,” the Iowa 

court continued, would “ignore the express public interest this state has in 

protecting its citizens from excessive finance charges.” The Iowa Supreme 

Court thus commanded the trial court to enjoin Omaha Service from charg-

ing excessive interest in Iowa. At the last moment, the court stayed its order 

pending the resolution of Marquette, which the U.S. Supreme Court agreed 

to hear in August 1978.33

The Iowa court’s ruling was not unanimous, and here dissent drew on a 

growing Law and Economics movement, whose practitioners criticized regu-

lation, like usury laws, that interfered with the free play of competitive mar-

kets. When viewed through the lens of legal economic reasoning, the 

arguments advanced by First of Omaha’s opponents could look a little ridicu-

lous. “The majority seems to have adopted the State’s argument that allowing 

defendants to charge a higher rate of interest gives them an advantage over 

other lenders,” Justice Clay LeGrand observed in dissent. “Really the contrary 

is true. Certainly there is no difficulty today in obtaining credit cards; the prob-

lem is to avoid getting them.” First of Omaha, LeGrand continued, “should be 

at a disadvantage when they overprice their commodity credit in a highly com-

petitive market.” Yet by calling the bank card market “highly competitive” Le-

Grand invoked an ideal. He did not describe reality. Despite the best hopes of 

the Truth-in-Lending Act, card firms still did not compete on price. They would 

not for decades to come. As a simplification and as a symbol, competition held 

great power. Consumers and their allies, however, knew markets did not de-

liver low rates automatically: they had to fight for them. Across the decade, 

they had done so, in state after state. Using the tools of financial federalism, 

they had bargained with local bankers to construct card systems that were safe, 

low cost, and—for banks—modestly profitable. Consumers, however, could 

not negotiate with out-of-state banks.34

Whether charging high interest rates offered a competitive advantage was 

peripheral to the more fundamental issue of whether a Nebraska bank could 

charge high rates to Minnesota consumers. When the Supreme Court agreed 

to hear Marquette in 1978, it chose to address the challenges mobile bank 
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cards and credit card infrastructure posed to a federalist financial regulatory 

system built on immobile state boundaries. The key legal question centered 

on the meaning of the word “located” as written in Section 85 of the National 

Bank Act of 1864, which mandated that a national bank assess interest based 

on the laws of the state in which it is “located.” Was, the court contemplated, 

First of Omaha’s BankAmericard program “located” in some state, and if so, 

where was it? When the law was written, this would have been self-evident: in 

1864, a bank had a concrete location. Bank cards complicated this question. 

The program could have been “located” in Minnesota, where a Minnesota 

citizen used a First Omaha BankAmericard to purchase goods from a Min-

nesota merchant, as Judge Scott’s dissent suggested, and therefore subject to 

Minnesota’s usury laws. Initially, several justices shared this interpretation. 

Arguing that the court should take the case in May 1978, Justice Blackmun 

wrote that the Fisher ruling distorted the National Bank Act’s “original pur-

pose of preventing discrimination against national banks,” instead making 

the law “a sword for discrimination in favor of out-of-state national banks.”35

This sword threatened to carve the very heart out of financial federalism, 

negating local control over consumer credit markets inscribed in the Na-

tional Banking Acts and maintained under the New Deal regulatory order. 

Through the legislative and legal challenges that culminated in Minnesota’s 

Bank Credit Card Act, Marquette had reached an accommodation with its 

local financial constituents. The bank’s BankAmericard customers were, 

through the state’s democratic process, also its regulators. The case threat-

ened to undermine local political negotiations by shifting regulatory deci-

sions to places where Minnesota consumers, bankers, and state officials had 

no say. “A law enacted by the Nebraska legislature will determine the interest 

rates charged to respondent’s Minnesota customers,” lawyers representing 

Minnesota’s AFL-CIO argued in a brief to the court. Yet “a consumer interest 

group in Minnesota has no voice in the legislatures of other states.” The 

ramifications of the court’s decision would not be limited to Nebraska, Min-

nesota, and Iowa. If the court found for First of Omaha, the state of Minne-

sota argued, it would “permit national banks to roam the country’s market 

places free of the regulatory limitations which restrain the local competi-

tion.” The specter of roving financial institutions, and with them the steady 

erosion of local rulemaking power through regulatory arbitrage, was anti-

thetical to a regulatory system that confined banks to their home states.36
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First of Omaha’s attorney, William Morrow, had been sure of his firm’s 

legal strategy as it expanded into low-usury states, but for the arguments 

before the Supreme Court he brought in a ringer, former U.S. solicitor gen-

eral and experienced Supreme Court litigator Robert H. Bork. Bork stood 

before the court as a representative of the Law and Economics movement, 

and he scoffed at Marquette’s competitive arguments. “This entire case—

this entire attempt to change the structure of the National Banking System 

turns out to be a fight over alternative advertising techniques,” Bork joked. 

“The Marquette Bank would have done better to take their case to an adver-

tising agency than to a law firm.” Jokes aside, the case hinged on the card 

plan’s location. Here Bork offered a different line of reasoning than First of 

Omaha had previously employed. He began with the bank’s basic premise, 

that all aspects of the credit transaction, its extension and repayment, hap-

pened by mail in Omaha. The card program was “located” there. Bork then 

reversed the language of export and extraterritoriality mobilized by Minne-

sota’s courts and Marquette’s attorneys. “Nebraska is not exporting interest 

rates,” Bork argued. “It is more accurate to say that Minnesota is exporting 

its law to a Nebraska bank.” By regulating credit prices within its borders, 

Minnesota pushed its rules, through card networks, into bank offices in 

other states. Bork’s oral argument—which “made” Justice Byron White “a 

def[inite]”—swayed the Supreme Court.37

In a unanimous decision, the court chose business over consumer poli-

tics, nationwide markets over local regulatory control. Speaking for the court, 

Justice William Brennan offered: “If the location of the bank were to depend 

on the whereabouts of each credit card transaction, the meaning of the term 

‘located’ would be so stretched as to throw into confusion the complex sys-

tem of modern interstate banking.” Yet for Fred and Edna Fisher, and for 

many other bank card users, the meaning of a bank’s location was already 

confused. While the court fixed the “location” of a bank at the physical place 

stipulated by its charter, credit cards and the interfirm infrastructure that 

enabled them spread transactions further afield, erasing boundaries between 

states. State rules still mattered, just those of the states where cards were is-

sued. The highest federal court tacitly sanctioned a geographic divergence. 

Local relationships—whether between a bank and its customers or a state 

and its citizens—might no longer have any fixed relationship to consumer 

credit. Nebraska usury laws could govern Minnesotans.38
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Brennan’s ruling was decisive and suggests the question of whether states 

like Minnesota or Iowa ever had viable arguments, or was the ten-year legal 

and legislative battle to hold out-of-state banks accountable to local laws just 

a long, expensive waste of time. First of Omaha had always made its terms 

clear to cardholders. The small type explained that lending took place in 

Omaha and was subject to Nebraska laws. A Minnesota consumer, Bork ar-

gued, could just as easily travel to Omaha and take out the same loan. What 

difference did it make if the consumer engaged in the transaction through 

the mail? Yet Minnesota consumers had not traveled to Nebraska. Nebraska 

had traveled to them—through unsolicited cards and mailed solicitations, 

through agent bank agreements and merchant contracts, and ultimately 

through the elaborate financial infrastructure First of Omaha and Omaha 

Service established throughout the Midwest. State efforts to protect consum-

ers stood in the way of the efficient, interstate bank card markets that made 

credit so convenient. It was not a foregone conclusion that the court would 

choose national convenience over local democratic control.

Brennan’s ruling was an end, but not the end. Eight months later First of 

Omaha and Marquette were back in court. This time, First of Omaha had 

sued Marquette, arguing that by lobbying for Minnesota’s Bank Credit Card 

Act and then suing to enforce it, Marquette had intended to prevent price 

competition in violation of the Sherman Antitrust Act. First of Omaha fur-

ther argued that Marquette’s actions constituted malicious prosecution, 

abuse of legal process, and that they violated First of Omaha’s rights of equal 

protection provided by the Fourteenth Amendment and secured through the 

Civil Rights Act of 1871. First of Omaha was piling it on and sending a mes-

sage: the state usury regimes negotiated by consumer and labor groups, local 

financial elites, and state policymakers under—in short, the place-based so-

cial contract—would not stand in the way of bank card growth. First of 

Omaha lost the case—a federal district court determined that “a bank’s abil-

ity to charge a certain rate of interest . . . is not in the nature of the rights 

protected by the Civil Rights Act [of 1871]”—but it had already won the war.39

In 1978, Marquette’s full consequences were not yet evident. Indeed, the 

case received little attention, which puzzled Justice Lewis Powell Jr. “Why has 

the banking industry taken so little interest in this case?” he asked Bork dur-

ing oral arguments. Perhaps a dispute between midwestern banks was be-

neath the industry’s notice. More likely, most card-issuing banks still focused 
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on their local markets. Banks remained confined within states. Bankers imag-

ined their consumer markets as local, tied to their branch networks. The most 

ambitious envisioned regional card markets. Card networks remained a col-

lective enterprise—a cooperative venture linking local card plans. Few bank-

ers recognized that consumer attention was shifting, from the bank to the 

network. BankAmericard (soon Visa) and Master Charge were transforming, 

as LeGrand surmised, into vectors of commodity credit. It would take an ag-

gressive bank, with a national vision, to use Marquette to its full potential—not 

just to move regulation across state borders, but to move the card-issuing 

bank into a state that would not regulate rates at all. The prospect of national 

banks roaming the country’s market places would soon become reality.40

In August 1977, legislators in Missouri were engaged in the time-honored 

tradition of tweaking their state’s consumer credit laws. The state’s small 

loan law permitted a 26.62 annual rate on loans of up to $500 and 10 per-

cent on remaining amounts. The problem was a clause that prohibited lend-

ers from circumventing the law by making multiple small loans under $500 

rather than consolidating these into a larger loan at a lower rate. Banks 

operating credit card plans found that the law interfered with their ability to 

offer cash advances to cardholders with existing credit balances. Each cash 

advance looked like an additional small loan. As with similar state-level 

legislation, the governor had a file full of reasoned letters from local bankers 

urging the technical change. “The [Banking] Commissioner can’t effectively 

enforce the law and lenders can’t comply with it, because neither can deter-

mine whether a given rate is legal,” one correspondent wrote.41

One letter, though, imparted new urgency. “I have been informed that 

First National City Bank of New York is in the process of putting together a 

massive nationwide solicitation of cardholders for the Visa Credit Card,” St. 

Louis attorney Hugh McPheeters wrote. “I understand . . . that Citibank will 

use the same rate and fee structure it charges to its New York customers, as 

it is authorized to do by recent case law.” The case McPheeters cited was 

Fisher’s against the First National Bank of Omaha. “It is ironic that this busi-

ness can be solicited by banks in other states which are not even bound by 

our rate limitations, while our law makes it illegal for Missouri banks to do 

so if they already have a . . . relationship with the same customer.”42 

McPheeters was well-informed. And right to be worried.
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Dispatches

The end of financial federalism began in August 1977. The first dispatches 

came from Idaho. Bankers and state officials there were surprised that New 

York’s Citibank had invited Idaho consumers to obtain a Visa card from the 

far-off New York bank. The next day, newspapers reported similar offers in 

Illinois, then Michigan. Georgia, California, and Missouri soon followed. 

When reporters pressed for details, Citi’s spokespeople declined to elaborate 

on the bank’s plans. With little concrete information, rival bankers and 

breathless financial journalists estimated that Citi had sent eight, twenty, 

even forty million card offers to consumers in at least twenty-five states, 

breaking with the geographically restrained marketing practices proscribed 

by the nation’s state-based banking system. Some bankers brushed off the 

new, nationwide competition. A Long Beach, California, banker expressed 

confidence in his firm’s “strong customer loyalty.” Bankers in Idaho noted 

that out-of-state customers, having few ties to the card-issuing bank, were 

often delinquent and unprofitable. But most bankers who commented on 

Citi’s marketing blitz recognized a fundamental change. “Citibank,” a Chi-

cago banker predicted, “is trying to establish a retail system on a nationwide 

basis.” They saw the same future Citibank did, a technology-driven market-

place where the bank card, not the physical bank, was the locus of consumer 

financial services. Many saw their graves.1

 9

Profits Anywhere
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Citibank’s secretive campaign bypassed the geographic boundaries that 

structured American banking and the physical bank offices on which these 

restrictions relied. When bankers first rushed into the card market in the 

late-1960s, they invested cards with a vision of the industry’s future with the 

physical bank at its center. Cards, they thought, would generate profits from 

unregulated revolving credit while forging new, profitable relationships with 

consumers and merchants inside the bank. By the early 1970s, this hopeful 

vision had fallen to hard reality. With the rush of competition, few banks 

gained the first-mover advantages they anticipated. High fraud and charge-

offs dashed hopes for ready profits. New federal and state regulations forced 

bankers to charge fixed credit prices, even as rising market interest rates 

drove up their cost of funds. Consumers used cards for convenience, paying 

their balances every month without incurring interest. Credit cards became 

a uniform, low-margin product, identified more with the national network 

than with the local bank. Most bankers narrowed their aspirations for card 

technology. They scratched out profitability in competitive local markets. As 

industry optimism stalled, some financial executives, among them Ci-

tibank’s Walter B. Wriston and BankAmericard’s Dee W. Hock, imagined 

new futures for card technology, not as undifferentiated revolving credit but 

as a hub for the full suite of consumer financial services. Cards would not 

bring customers into the bank; instead, cards would be the bank, and with 

them would come a means of upending the New Deal regulatory order’s 

fixed geographic markets.2

Citibank—the First National City Bank of New York before 1976—was ma-

terially and ideologically positioned to disrupt the card industry and the wider 

financial regulatory system. Led by Wriston, a fervent advocate of unbridled 

markets, the bank pressed hard at the edges of the regulatory structure, seek-

ing and prizing any profitable gaps. Wriston and Citibank initially gratified 

their ambitions abroad, where the bank operated in less and differently regu-

lated markets and where Citi bankers became adept at exploiting regulatory 

and tax differences across borders. Citi also led its American peers in develop-

ing new sources of lendable funds, through eurodollar markets and certifi-

cates of deposit, which the bank gathered and channeled toward consumer 

lending in the United States and sovereign and corporate lending around the 

world. In the mid-1970s, when Citibank was earning more than 70 percent of 

its profits abroad, robust competition from ascendant foreign banks ended 
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easy revenues in international markets. The time was ripe for Citi, largely 

confined to New York City by federal and state regulation, to turn its attention, 

unregulated capital, and border-crossing experience back to the United States. 

Building on the certainty offered by the Fisher decisions, Citibank embarked 

on an ambitious, nationwide consumer banking plan, redefining the scope 

of the card networks and sparking renewed competition—and regulatory 

attention—in the process.3

Citibank moved aggressively as the United States’ financial regulatory sys-

tem continued to list between the New Deal’s rigid financial structure and the 

new flexibility bankers were constructing alongside it. Prompted by the credit 

crunches of the late 1960s, the Nixon administration initiated yet another 

searching examination of the nation’s financial system, yet again premised 

on injecting competition into financial markets, and yet again concluding 

without significant reform. Mired in postwar credit politics, Congress re-

mained incapable of reinforcing the old system or bringing a new one into 

being. Mired in the Watergate scandal, Nixon had no political capital to spend. 

While debates stalled, bankers moved. They used credit cards and related 

technologies, like point-of-sale (POS) terminals and automatic teller ma-

chines (ATMs), to chip away at financial federalism’s geographic restrictions. 

In doing so, bankers opened vexing regulatory questions: What was a bank 

branch? Where did consumer transactions occur? Which government unit 

would ultimately decide? Congress considered these questions but did not 

act. Federal agencies, state governments, and courts at both levels made their 

own ways as best they could, ultimately—and inadvertently—nudging banks 

toward cards as the most promising path toward geographic expansion. Citi 

pushed the boundaries furthest of all. The bank risked everything to bestride 

the national consumer market. It proved a daring and dangerous bet.

Anywhere at a Profit

Founded as a small merchant bank in 1812, the City Bank of New York—as 

Citibank was then called—was not predestined for financial glory. During 

the Panic of 1837, it very nearly failed. At its nadir, merchant and industrialist 

Moses Taylor took control. Taylor used City Bank as a treasury for his ex-

panding commercial empire, making the bank a safe, liquid repository for 

business deposits. Taylor bolstered this reputation by securing a national 
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charter in 1865. By 1891, when control passed to financier James Stillman, 

the National City Bank was prominent, if not predominant. Like Taylor, Still-

man managed the bank in support of his wider business interests. Closely 

tied to powerful industrialists, most importantly the Rockefeller family, Still-

man molded National City into a leading investment and overseas bank. In 

the 1910s, Stillman transformed National City from a specialized firm serv-

ing corporate clients to a comprehensive bank offering diversified financial 

services. Charles “Sunshine Charlie” Mitchell went further, expanding Na-

tional City’s branch network throughout New York City, offering prosperous 

consumers savings deposits and small personal loans. In the roaring 1920s, 

the firm spread brokerage offices, under the National City Company, across 

the country to sell stocks and bonds. Before “financial supermarkets” there 

were “financial department stores.” National City was the prototype. By June 

1929, National City controlled over $2 billion in aggregate resources and was 

“without question the world’s leading financial intermediary.”4

The Great Depression brought National City’s diversified financial empire 

crashing to the ground. Sunshine Charlie, the embodied spirit of unbridled 

financial optimism, became one of the crash’s prime scapegoats. He re-

signed to protect what little reputation National City had left. Through the 

Depression, the bank shored up its corporate-international-consumer strat-

egy, even as the New Deal financial reforms stripped away its investment 

banking business. During World War II, National City executives restored 

the bank’s reputation by funding the war effort. When Wriston joined the 

bank in 1946, National City had invested almost half its assets in govern-

ment securities. It “was less a bank than a bond portfolio,” Wriston’s biogra-

pher wrote. Citi had been chastened, but it was also ready to rebuild.5

Tall, lanky, hawk-faced, and sharp, Wriston came to National City by way 

of an elite upbringing and wartime stints at the State Department and Army 

Signal Corps. Wriston’s father, Brown University president and prominent 

New Deal critic Henry Wriston, instilled an unwavering belief in rugged in-

dividualism and an unwavering antagonism toward federal regulatory au-

thority. The younger Wriston started at National City as a branch auditor but 

by the late 1940s was arranging complex oil tanker financing for Greek ship-

ping magnate Aristotle Onassis. Combining government subsidies, shell 

corporations, and international flags of convenience, Wriston’s dealings with 

Onassis provided early lessons in the ways an astute banker could profitably 
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evade and manipulate the financial regulatory structure. Wriston soon 

headed the bank’s Transportation Department, before being tapped to revive 

Citi’s flagging Overseas Division under future president (1959–67) and 

chairman (1967–70) George S. Moore. International banking was the ideal 

place for Wriston. Although the federal government discouraged geographic 

expansion within the United States, policymakers encouraged banks to grow 

abroad. Under the Bretton Woods Agreement, which made the dollar the 

center of the global currency system, American banks projected U.S. politi-

cal and economic power. Citibank adjusted slowly to this new reality. When 

Wriston arrived in the Overseas Division in the mid-1950s, “the London 

branch,” he recalled, “was losing money,” and “the Paris branch . . . was los-

ing money, but elegantly.” Spurred by government favor and anticipating the 

revival of global trade, Moore and Wriston reorganized and expanded the 

bank’s international operations. The Overseas Division would provide Citi 

with a steady infusion of funds, profits, and ideas as the bank continued to 

press against the regulatory order within the United States.6

Citi executives focused on international operations in the 1950s because, 

in common with peers like David Rockefeller’s Chase Manhattan, Citibank 

struggled to raise funds and increase profits domestically. Seeking higher 

returns, Citibank’s corporate clients shifted their idle cash out of the bank’s 

interest-free demand deposits into treasury bills and other short-term invest-

ments. As the bank’s senior management reported to shareholders in 1959, 

“our principal problem . . . has been to meet greater loan demand in a period 

when our deposits have shown little gain.” Wriston led Citi’s efforts to gener-

ate more lendable funds. First, the Overseas Division began collecting dollar 

deposits through Citi’s London branch in 1959. These offshore dollars (euro-

dollars) provided an unregulated pool of money that Citi lent abroad and 

channeled back into its domestic loan portfolio. Second, with Wriston’s back-

ing the bank developed the negotiable certificate of deposit (CD), a high-

denomination, high-interest security that U.S. investors could buy and sell. 

With eurodollars and the CD, Citibank’s deposit base no longer constrained 

its lending capacity. It could raise funds at will. Unlike regulated demand 

deposits, however, these new funds were expensive and variable. Their prices 

rose and fell with market interest rates, solving the funding problem while 

compounding the squeeze on profits and introducing new interest rate risk. 

The more Citi relied on high-cost liabilities, the narrower the spread between 
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its borrowing and lending rates became. Citi, like its rivals, met the profit 

squeeze by aggressively expanding its balance sheet, pursuing additional 

deposit-and-loan business to compensate for the declining profitability of 

that business.7

By the 1960s, Wriston and a like-minded cohort of Citi executives, includ-

ing Moore and protégé John Reed (CEO, 1984–2000), sought to do more 

than maximize the bank’s net interest income. Building on a report pro-

duced by the consulting firm TEMPO, Citi executives revisited the diversifi-

cation strategies pursued by Stillman and Mitchell in the 1920s. Wriston and 

his colleagues imagined Citi as more than a bank; they were fashioning it 

into a global financial services company. TEMPO’s core recommendation, 

Moore recalled, was “to perform every financial service anywhere in the 

world [that] you can do at a profit, and that you can do legally.” Moore and 

Wriston made the phrase Citibank’s unofficial moto.8

At Citibank, the transformation into a global financial services company 

entailed three overlapping priorities: international diversification, informa-

tion technology, and consumer markets. Moore, Wriston, and Reed had all 

spent formative time in the Overseas Division. They knew the bank’s inter-

national operations enabled experimentation. During the 1950s, Citi ex-

panded its global branch network to serve the bank’s multinational corporate 

clients. It eventually boasted more than two hundred international branches, 

far more than its U.S. competitors. Under Wriston’s leadership, the Over-

seas Division began offering financial services tailored to local markets free 

of Citibank’s domestic restrictions. In Australia, for example, Citi acquired a 

specialist consumer finance firm in the late 1960s and transformed it into a 

nationwide consumer financial services business. Likewise, in the early 

1970s, Citi built on experience making large, syndicated eurodollar loans to 

expand into investment banking through London and Tokyo subsidiaries. 

Using branches in the Channel Islands, Nassau, and Singapore, meanwhile, 

Citi executives became adept at arbitraging regulatory and tax differences 

across borders, finding ways to lend in one market while booking transac-

tions in less regulated or less taxed countries. Unhindered by the New Deal 

regulatory order, the Overseas Division became Citi’s main profit center.9

At home and abroad, Citi bankers viewed the bank’s future through the 

lens of information technology. Computers, executives believed, would 

streamline costs, enable new accounting and risk management systems, and 
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eliminate the reams of paperwork that clogged the bank’s back offices. Most 

bankers shared these views. The TEMPO study encouraged Citi executives to 

go a step further: to use technology to make an end run around the New Deal 

regulatory order. The bank, the study’s authors argued, should “use technol-

ogy” to “do something that by the time the regulators wake up to the fact, it’s 

too late.” This aggressive advice aligned with Wriston’s own predilections. 

“Wriston,” his biographer Phillip Zweig wrote, “never did anything by hand 

that could be done by machine.” Case in point: A friend remembered giving 

Wriston and his wife potted flowers for their anniversary, which Wriston 

proceeded to plant with a backhoe. John Reed joined Wriston in this enthu-

siasm, if not the overzealous use of construction equipment. Reed modern-

ized the bank’s global back-office systems before being elevated to head its 

domestic consumer business.10

Reed’s appointment signaled Citibank’s renewed emphasis on the U.S. 

consumer market. Although Citibank had a legacy of consumer banking, 

geographic restrictions confined the bank to New York City as affluent con-

sumers spread to the suburbs. New York State’s branching laws prevented 

Citibank from expanding outside New York’s five boroughs before 1960, and 

then only in neighboring Nassau and Westchester Counties. New Jersey re-

mained off limits, and so did Connecticut, where Wriston lived. Still, Ci-

tibank expanded its branch network considerably. Between 1960 and 1966, 

the bank added 43 branches within city limits and an additional 36 branches 

in the suburbs, primarily to generate low-cost consumer deposits to fund 

corporate lending. The bank also expanded its consumer lending portfolio, 

adding home mortgages, check credit, and eventually credit cards. Through 

the 1970s, however, the consumer strategy disappointed the bank’s ambi-

tions. Brick-and-mortar growth was slow and geographically confined, 

branches were expensive to operate, and competition in New York was 

fierce.11

Citi’s early forays into the card market aligned with its growth priorities 

and underlined its persistent regulatory difficulties. In 1965, Citibank an-

nounced plans to acquire Hilton’s Carte Blanche travel card program, which 

would enable Citi to manage a global card plan and build relationships with 

the business elites who used these cards. The Justice Department blocked 

the merger on antitrust grounds and also prevented Chase from acquiring 

Diners Club. The Antitrust Division argued that if New York’s two largest 
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banks purchased ongoing card plans, they would attain unassailable posi-

tions in the credit card market. It would be better, the Justice Department’s 

attorneys reasoned, if Citi and Chase started from scratch, noting that Ci-

tibank “is especially qualified to enter the credit card business on a national 

and international scale on its own,” adding, “such entry is likely if the pro-

posed merger is enjoined.” Chase had tried to enter the card business de 

novo in the late 1950s. Its executives were not eager to try again. Citibank, on 

the contrary, accepted the Justice Department’s invitation.12

After the Justice Department decision, Citi executives turned to consumer 

credit, launching “the Everything Card” in August 1967. The Everything 

Card embodied 1960s card mania. To build transaction volume, Citi mailed 

more than one million cards to consumers gleaned from the bank’s lending 

rolls. Wriston, Citibank president from 1967, imagined the Everything Card 

as an alternative to the BankAmericard and the basis for a rival network. 

Other bankers weren’t interested. Hemmed in, the Everything Card gained 

little traction outside New York. Localism, Wriston believed, was not a viable 

strategy. “All of these cards are going to be taken at the point of sale by people 

who are not Rhodes scholars,” Wriston vented. In other words, clerks could 

only keep tabs on a few card brands—they would not recognize the Every-

thing Card in Florida or California. Citi needed to join a national system. In 

1968, the bank dropped Everything and joined Interbank, adopting the Mas-

ter Charge brand then used by several California banks. The move convinced 

other Interbank members, among them Marine Midland in upstate New 

York, to unite nationally under Master Charge. Citi then built out its local 

network, using agent banks to recruit merchants and cardholders in New 

Jersey and Connecticut. When Congress banned unsolicited card mailing in 

1970, Citibank was one of sixty New York banks competing in the local card 

market, though Citi was also the nation’s leading Master Charge issuer.13

Growth and restraint—the cycles that shaped Citi’s card business—also 

channeled Wriston’s bolder efforts to transform Citibank into a full-service 

financial conglomerate. In 1968, as it transitioned from Everything to Mas-

ter Charge, Citi created the First National City Corporation (Citicorp), a new 

holding company parent for the global bank. The regulatory system’s indus-

try silos sharply limited the lines of business Citi, as a commercial bank, 

could pursue. A holding company, however, could own a commercial bank 

along with a variety of non-bank businesses. Congress had tried to bar this 
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door before. The Bank Holding Company Act of 1956 prohibited holding 

companies that owned two or more banks from owning non-banking busi-

nesses. The act’s framers, however, had excluded one-bank holding compa-

nies. Congress’s target had been A. P. Giannini’s giant conglomerate, 

Transamerica. The law left smaller holding companies intact and created a 

slim legal gap. Wriston plunged Citibank into this loophole, creating a cor-

porate parent for the bank and with it gaining colossal new financial powers. 

Wriston, seeking to minimize regulatory scrutiny, downplayed the transfor-

mation. “Our goal,” Wriston explained to shareholders, “is to preserve and 

strengthen our competitive position in the financial services business, which 

we are convinced can best be achieved by becoming a congeneric corpora-

tion, that is, a corporation which brings together allied activities which had a 

common relationship.” What could be less threatening than a “congeneric 

corporation?”14

Behind its opaque language, Citi torched the regulatory system’s industry 

silos. On Inauguration Day 1969, it announced plans to purchase the Chubb 

Corporation, a major property and casualty insurer. The regulatory machin-

ery sprang into action. Both Wright Patman and the newly minted Nixon 

administration introduced one-bank holding company legislation to close 

the loophole. The bills initially hinted that existing subsidiaries would be 

grandfathered in. Citi moved faster, buying or chartering a flurry of diverse 

businesses as legislation coalesced. Wriston targeted firms— mortgage com-

panies, tax preparation services, computer leasing firms, and the like—based 

far from New York. He planned to enlarge the bank’s footprint and use con-

generic subsidiaries to cross-sell other Citicorp services. The Justice Depart-

ment remained an aggressive watchdog, blocking the Chubb acquisition. 

The 1970 Bank Holding Company Act, in turn, required holding companies 

to divest all non-banking businesses acquired since June 30, 1968. In Ci-

tibank’s case, that meant all of them. In the future, the Federal Reserve 

would rule on Citicorp’s acquisitions. Still, the straightjacketing of Citicorp 

was a temporary setback. Since the 1970 Bank Holding Company Act obliter-

ated the distinction between holding companies that owned one bank and 

those that owned many, Citicorp started buying banks.15

Wriston’s singular focus on profits anywhere placed him in a vanguard of 

U.S. executives who sought to recast the corporation from an institution re-

sponsible to diverse stakeholders, to a vehicle aimed unerringly at returning 
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value to shareholders. Wriston startled the banking and investment commu-

nity in October 1971 when he announced that Citi would grow earnings by 

an aggressive 15 percent a year (it had averaged 7 percent over the previous 

decade). Observers had expected Wriston to emphasize the bank’s social and 

societal commitments, but he had other plans. Echoing University of Chi-

cago economist Milton Friedman’s recently articulated doctrine “the 

social responsibility of business is to increase its profits,” Wriston told 

investors, “We see no contradiction between our commitment to increasing 

earnings-per-share growth and our responsibility to make a constructive 

contribution to society.” Pitching an upward evaluation of Citi’s stock price, 

Wriston explained the bank’s strategy of embracing technology and pursu-

ing new markets “as rapidly as possible.” Behind the scenes, Citi’s federal 

supervisors grew nervous that reckless earnings growth might endanger 

the bank. “Mr. Wriston is thought of as one person who ‘breaks the mold,’ ” 

a Fed analyst wrote to Fed chairman Arthur Burns a year after Wriston’s an-

nouncement. Citi’s growth, as near as Fed staff could tell, was driven by le-

verage, exacerbated by the bank’s habit of funneling profits to the holding 

company instead of retaining them as capital. “Without attempting to pass 

any refined judgment on the question of what is ‘adequate’ equity capital,” 

the Fed analysts concluded, “we believe that the highly-leveraged position 

of FNCB [the bank] and FNCC [the holding company] raise important policy 

questions that will be difficult to solve.” Wriston would not wait for the 

solution.16

Even as Wriston sought to convert his bold earnings target into tangible 

profits, geographic and regulatory barriers limited the headway Citi could 

make in the United States, and in the early 1970s the bank continued to 

grow abroad. When Wriston announced his growth target in 1971, the bank 

generated 42 percent of its earnings abroad. By 1976, that figure had reached 

72 percent. But Citi’s success brought new competition from foreign banks, 

both in eurodollar markets and for Citi’s corporate customers in the United 

States. Citi’s unimpeded international expansion was over. With interna-

tional markets increasingly competitive and corporate business declining, 

Citibank renewed its attention on consumers and technology in the mid-

1970s. Wriston would later explain this strategy quoting the famous bank 

robber Willie Sutton: Citibank turned to the consumer market because 

“that’s where the money is.”17



218 profits anywhere

Networks over Banks

To access consumers, Citi executives turned to the card market, which re-

mained unsettled after nearly a decade of rapid change. In the 1960s, bank-

ers had imagined cards as distinct, locally branded products, that would 

forge relationships with merchants and consumers, drawing them into the 

banks. Revolving credit was a small part of the hoped-for card revolution. Yet 

politics intervened. Consumer and labor groups objected to aggressive card 

marketing and high credit prices. With Congress’s 1970 unsolicited mailing 

ban and state-level interest rate ceilings, these groups structured the card 

market to provide safe and low-cost credit. The unsolicited mailing ban 

proved a boon to bankers. It curbed banks’ breakneck competition. It also 

allowed bankers and card network builders to refine their technological sys-

tems and business practices—to focus on network management and main-

tenance, not just manic growth. All sought to make cards profitable, but they 

faced a difficult road. In most states, new usury laws fixed the prices bankers 

could charge. Since they could not adjust credit rates, bankers worked to re-

duce operating costs and increase transaction volume. Meanwhile, the bank 

card networks improved transaction procedures and promoted the national 

card brands, BankAmericard and Master Charge. Over time, consumer and 

operational pressure narrowed the scope of cards, from locally distinct, bank-

specific products toward uniform, undifferentiated vehicles of commodified 

revolving credit—from plastic capitalism to a plastic cage.18

Refining credit card interchange posed the most pressing challenge: from 

the very beginning, operating national credit systems through geographi-

cally fragmented markets failed catastrophically. In theory, interchange was 

a straightforward process. When a consumer used a BankAmericard issued 

by the National Bank of Commerce in Seattle to purchase goods from a mer-

chant enrolled by the First National Bank of Omaha, she initiated a series of 

transactions. The merchant deposited the charge slip with the Omaha bank. 

The Omaha bank credited the merchant’s account, less the discount, and 

then forwarded the charge slip to Seattle. The Seattle bank reimbursed the 

Omaha bank and added the charge to its customer’s bill. Presto! This was the 

theory anyway. In practice, the Omaha bank sorted and tallied its daily charge 

slips and immediately pulled funds from the Seattle bank through the Fed-

eral Reserve System. Before it could bill its cardholder, the Seattle bank had 
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to wait for First of Omaha to sort the relevant charge slips and physically 

mail them to Seattle. The Omaha bank, though, had already been paid; it had 

little incentive to prioritize the Seattle bank’s charge slips over its own local 

transactions. Lack of processing capacity compounded the problem. As 

BankAmericard licensees rushed to build transaction volume, a sea of paper 

inundated their rudimentary systems. Merchant banks routinely processed 

charge slips destined for interchange last, tying up the consumer bank’s 

funds. Merchants were paid but cardholders could not be billed. The waylaid 

funds, which bankers called “the float,” existed physically in cigar boxes, and 

then in warehouses, full of unprocessed charge slips. All that stalled-out pa-

per represented tens of millions of dollars in float drifting between banks, 

idle money that cost money.19

As early as 1968, BankAmericard licensees recognized that the architects 

of their network had failed to develop a functional system of rules and incen-

tives. The float was just the beginning. Vexing questions emerged as con-

sumers, merchants, and bank employees operated and experimented with 

national card infrastructure. What happened when the Seattle bank’s cus-

tomer wanted to return items she purchased in Omaha? Which bank was 

responsible for absorbing fraud losses? What interest rate applied on out-of-

state transactions? Simple questions created administrative nightmare. Bank 

of America had signed individual agreements with each participant bank; to 

change network procedures, Bank of America had to renegotiate hundreds 

of contracts. Worse, member bankers did not believe Bank of America execu-

tives were committed to addressing their concerns. Bank of America and the 

licensee banks had a shared interest as network participants in extending the 

network. Yet Bank of America, as the network owner, also collected a half 

percent toll on every system transaction, eating into participant bank profits 

(or contributing further to their losses). Licensee bankers knew as well that 

Bank of America would pursue nationwide expansion at the first opportu-

nity. “We all knew,” banker Dee Hock recalled, “that BofA would swallow our 

banks like a snake swallows a mouse if branch banking law didn’t prevent 

it.” Participant banks worried that Bank of America would use the network 

they helped build to bring competition to their local markets.20

Member banks rebelled, staging a palace coup led by Hock, who was head 

of card operations at the National Bank of Commerce in Seattle. Before joining 

the Bank of Commerce, Hock had been an itinerant credit executive, largely 
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self-educated and contemptuous of the hierarchal structures—managerial, 

governmental, social—typical of mid-century American life. At a meeting of 

licensee banks in 1968, Hock agreed to lead the reorganization of the Bank-

Americard network. He devised a system of decentralized, regional commit-

tees to identify problems in operations, fraud, credit granting, and technology. 

Under Hock’s leadership—and largely against Bank of America’s wishes—

BankAmericard transitioned from a network owned and controlled by Bank 

of America to a not-for-profit cooperative owned collectively by the participat-

ing banks. The new organization, National BankAmericard, Inc. (NBI), 

resembled Interbank’s (Master Charge) decentralized, cooperative-competi-

tive structure. Hock never acknowledged this similarity; he preferred to 

view NBI as the sui generis embodiment of his anti-hierarchical management 

philosophy. More important, Hock’s organization of NBI ensured that both 

bank card networks existed as distinct institutions, owned and controlled 

by their member banks but with interests and identities distinct from the 

banks.21

Hock recognized that he had split the atom of network ownership and 

network control, that under his leadership NBI would take on an institu-

tional life of its own. Hock made NBI a vehicle for his techno-futurist enthu-

siasm: He, like Wriston, believed information technology would massively 

disrupt existing financial and regulatory structures. Unlike Wriston, Hock’s 

unit of analysis was the network, not the bank. Electronic data, Hock imag-

ined, was the future of personal finance. By moving data among individuals 

and institutions, networks like NBI would facilitate the “exchange of value,” 

not just the extension of credit. Even paired down to the possibilities achiev-

able with early 1970s technology, Hock’s vision entailed radical, fundamen-

tal change. There was no reason that value qua data should be held in banks. 

Organizing and expanding NBI, Hock worked to make the network para-

mount. Though he had the good sense to keep his most radical ideas mostly 

to himself.22

Through the early 1970s, both the networks and the banks focused their 

managerial energy on overcoming the operations problems that plagued 

card plans. Both NBI and Interbank constructed massive technical systems 

to speed card authorization (making cards more convenient for consumers 

and less susceptible to fraud) and interbank processing (diminishing the 

float, managing abnormal transactions, and allocating fraud costs). The 
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American Bankers Association, through its Bank Card Standardization Task 

Force, crafted uniform procedures for banks and networks and a uniform 

experience for consumers and merchants. As the networks focused on op-

erations, so did individual banks. Once Congress’s unsolicited mailing ban 

halted the industry’s madcap competition, many bankers turned inward, fo-

cusing on mundane but critical activities such as analyzing personnel and 

work-flow procedures, developing in-house data processing, and whittling 

their cardholder lists. Bankers cultivated portfolios of active card users who 

paid their bills and did not commit fraud. They pruned the rest. Total cards 

outstanding declined from 1970 to 1972.23

As the industry caught its breath, bankers’ collective ambitions—their vi-

sion of cards as a “road to the future” in David Kennedy’s words—narrowed, 

squeezed by regulations that promoted uniformity, stifled revenues, and in-

creased costs. The Truth-in-Lending Act loomed over the industry. Paul 

Douglas and other advocates believed that product differentiation in con-

sumer credit markets often sowed confusion and harmed consumers. Uni-

form price disclosure, by contrast, enforced uniformity. State usury laws that 

grew out of Truth-in-Lending likewise imposed uniform credit prices. At the 

same time, new federal laws, enacted in response to the unsolicited mailing 

boom, added costs. The Fair Credit Reporting Act (1970), which William 

Proxmire yoked to the unsolicited mailing ban, required creditors to explain 

to consumers why they were denied credit. Consumers’ complaints about 

card billing errors yielded the Fair Credit Billing Act (1974), which required 

card issuers to investigate and report on billing complaints. By 1976, Fed 

analysts explained to Chairman Burns that “credit cards have been the prin-

cipal subject of by far the majority of the consumer credit legislation pro-

posed and/or enacted since 1970.” Credit cards continued to animate 

consumer politics more than any other financial issue.24

Consumer regulations also created a legal infrastructure that further 

drove cards toward uniformity. The Truth-in-Lending Act authorized plain-

tiffs to seek twice the finance charge if a creditor violated the law. In the early 

1970s, plaintiffs’ attorneys and consumer groups lined up to file class action 

complaints, seeking millions of dollars in damages. The Fishers’ attorney, 

Everett Meeker, joined the queue. Threats of legal action stymied innovation. 

Nervous bankers reconsidered offering new services through cards. Even if 

regulators approved their disclosure procedures, bankers feared, they might 
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not satisfy a consumer-friendly court. Plaintiffs also brought antitrust suits, 

claiming that card networks were elaborate schemes to fix the price of credit. 

Banks all tended to charge the same rates—the maximum rates allowed un-

der state law (they would have charged more if they could have). Damage 

requests grew with each successive case. Hundreds of millions soon became 

billions. Bankers believed they would prevail, and they most often did. But 

the avalanche of consumer lawsuits chilled experimentation. “I don’t think 

about fraud any less than I used to,” one Pittsburgh banker observed in 1971, 

“but I think about class actions just as much.”25

Regulation and pressure for operational efficiency narrowed bank cards 

down to uniform, undifferentiated vehicles for commodified revolving 

credit, trends compounded by card networks’ national branding. Although 

bankers had imagined cards as a lure to draw consumers into their banks, 

the networks eroded banks’ local identity and the links between the card plan 

and the physical bank. Bankers participated in this process. To achieve na-

tional and global acceptance, cards needed a trusted, recognizable brand. 

Local trademarks did not travel. Following Citibank’s lead, Interbank mem-

bers, which had operated local brands like Marine Midland’s Midland Charge 

Plan and Continental’s Town & Country Charge, gradually united under 

Master Charge. The networks soon launched competing national marketing 

campaigns touting the benefits of Master Charge or BankAmericard, while 

individual banks scaled down local advertising. Bankers still linked their 

bank to the network, promoting, for instance, “Continental Master Charge.” 

Such distinctions were lost on most consumers. National branding focused 

consumer attention on the network instead of the card-issuing bank.26

Indeed, consumers increasingly saw only the network. They carried a 

Master Charge, not a Marine Midland Master Charge; they used a Bank-

Americard, not a First of Omaha BankAmericard. Although banks recruited 

merchants and consumers, processed transactions, and extended credit lo-

cally, the shift in emphasis from the bank to the network obscured these ties 

between the network and the community bank. When bank card managers 

looked at their cardholder lists, they saw this vividly. First of Omaha carefully 

built a customer base in Nebraska and in neighboring states though agent 

banks. By February 1973, a bank employee testified, First of Omaha had 

“credit cards in the hands of residents of all states in the United States except 

Alaska and Hawaii.” When consumers moved, their bank cards still worked. 
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Their bills still came. Some consumers valued having a card from a local 

bank. It could speed authorization at the checkout counter, sparing the clerk 

the trouble of calling long distance. Aside from this small convenience, bal-

anced for many consumers against the trouble of reapplying for credit, there 

was little obvious advantage in maintaining local ties.27

The shift from distinct local plans into commodified revolving credit is 

mostly visible in retrospect. In the early 1970s, bankers remained cautiously 

optimistic. Following a short recession in 1970, the card market began to 

grow again. As bankers trimmed their cardholder lists and focused on opera-

tions, cardholders used their cards more often. Master Charge and Bank-

Americard systems generated $13.8 billion in purchases and cash advances 

in 1973, up from $10.5 billion the previous year. They also combined for 

nearly 60 million cardholders and more than a million participating mer-

chants. According to the comptroller of the currency, card debt held by na-

tional banks had increased an average of 22 percent a year from 1970 to 1973, 

reaching almost $500 million. Bank cards were firmly entrenched as an im-

portant component of aggregate American purchasing power. Credit card 

debt, likewise, was rapidly becoming an area of significant policy concern.28

Market Structure in the 1970s

As the bank card industry developed, the ongoing problems of inflation 

and financial instability compelled the Nixon administration, the congres-

sional Banking Committees, and the bank regulatory agencies to carry on 

with their seemingly irresolvable financial reform debates. In the late 1960s, 

prices were rising more than 5 percent a year. In response, the Federal Re-

serve raised its discount rate in December 1968 and again in April 1969, to 

a post–World War II high of 6 percent. It sought, in the words of Fed chair-

man William McChensey Martin, to “disinflate without deflating.” The Fed’s 

high rates encouraged savers to pull money from low-yielding bank accounts 

and seek higher returns wherever they could. Flexibility and inflexibility 

could not peacefully coexist. Disintermediation, and with it a renewed credit 

crunch, again threatened the financial system. Congress’s paint-and-plaster 

expansion of Regulation Q ceilings to a wider range of deposit rates failed to 

keep capital flowing in its proper channels. Tight money disrupted flows of 

credit to social priorities like housing, small business, and local government. 
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Congressional liberals enacted the Credit Control Act in December 1969 

and urged Nixon to restrain inflationary borrowing, especially by large 

corporations. Similar calls reverberated in the press. Nixon recognized the 

economic-cum-political consequences of clogged credit, but he and his eco-

nomic staff resisted financial controls. Market competition, they determined, 

would succeed where regulated competition was clearly failing.29

To develop his administration’s pro-competitive financial agenda, Nixon 

followed his former boss, Dwight D. Eisenhower, and called for a major 

study of the financial system in 1970. Like Eisenhower’s Commission on 

Money and Credit (CMC), Nixon’s Commission on Financial Structure and 

Regulation (chaired by industrialist Reed O. Hunt and known as the Hunt 

Commission) sought to inject competition into the financial system by peel-

ing back layers of industry silos, price controls, and geographic restrictions. 

Nixon’s advisers wanted the commission to focus first on the thrift industry, 

to “get savings flowing into mortgages and housing” and into the suburbs, 

where Nixon enjoyed political support. David Kennedy, formerly of Conti-

nental Illinois and now Treasury secretary, also lobbied for a close examina-

tion of the commercial banking industry. More banks were adopting the 

holding company structure to expand into new financial fields. Some regula-

tion of commercial banks was necessary, Kennedy acknowledged in a Janu-

ary 1970 memo to Nixon, “yet excessively narrow boundary lines kill 

innovation.” Kennedy sought to stop Congress from drawing new boundar-

ies and to push back old ones where he could.30

Whereas Eisenhower’s CMC had advanced an ambitious, idealistic agenda 

and subsequently gathered dust, the Hunt Commission crafted what mem-

bers hoped were viable legislative proposals. Reflecting a growing academic 

and elite consensus that associated New Deal regulation with regulatory cap-

ture, the commission sought “to move as far as possible toward freedom of 

financial markets and equip all institutions with powers necessary to com-

pete in such markets.” Instead of industry silos, the commission proposed 

“specialization by choice, not by statute.” Administration personnel were en-

thusiastic when the initial report was released in December 1971, but they 

recognized that the political climate was not yet suitable for reform. Small 

bankers and their influential trade associations blocked the way. Small bank-

ers remained committed to a theory of competition that would preserve and 

protect numerous competitors from the market power of large firms. “The 
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idea of competition in the report is used in its purest sense,” policy adviser 

Richard Erb explained, devoid of considerations about market power. “As 

read by the small town banker, competition turns out to be the big city bank 

encroaching on his territory.” Lacking the political capital to move the pro-

gram forward, the administration waited. Following Nixon’s sweeping vic-

tory in the 1972 election, it moved, introducing a legislative package focused 

on broadening the powers of financial institutions and eliminating the price 

controls on deposit interest rates.31

When the package arrived before a skeptical Congress in February 1973, 

members learned that the hypothetical “big city bank” was already using 

cards and related technologies to encroach on the small bankers’ territory. 

Proxmire’s Senate Banking Committee pivoted from considering cards as a 

consumer protection problem to examining how card technology was re-

shaping the financial regulatory structure. Or obliterating it. Bankers, the 

Hunt Commission’s members recognized, were using cards to rub out the 

lines of financial federalism. “The issuance of bank credit cards has allowed 

commercial banks to extend consumer credit into areas not serviced by their 

branches,” the commission observed in its 1971 report. Sharing his personal 

views before Proxmire’s committee, Hunt went further. “What is your view 

about branching across state lines?” Proxmire asked. “I think we have al-

ready done it. What is a credit card?” Hunt replied. Presumably, it was a bank 

in miniature. With bankers using financial technologies to innovate around 

the rules, Hunt insisted, efforts to preserve the existing mix of siloed, geo-

graphically constrained firms were futile. Hunt predicted a future of nation-

wide, homogeneous financial firms offering a full suite of services. Already 

individual banks were charting paths in that direction. Would technological 

innovation spell the end of the nation’s diversity of firms? “I think that a few 

years ago that the credit card didn’t exist,” Hunt observed, but now the 

erosion of industry silos and small, specialized firms, “is moving awfully 

fast.”32

As the Senate Banking Committee considered the administration’s propos-

als, boosters within the banking industry promoted a reconceptualization of 

card plans that aligned with Hunt’s prediction. Instead of a commodified re-

volving credit service that drew customers into the physical bank, proponents 

reimagined cards as a diverse service platform that extended outward from the 

bank. “No longer is the ‘piece of plastic’ strictly a charge card,” the chairman of the 
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American Bankers Association’s Charge Account Bankers Division declared 

in September 1973. Instead, “the so-called ‘bank charge card’ (now held by 

53,000,000 persons)” was becoming “a ‘bank card’ which provides entry to a 

wide spectrum of banking and financial services via electronics.” John J. 

Reynolds, former head of Citi’s Everything Card and now president and CEO 

of Interbank, offered credit executives a similar vision: “The charge card . . . 

can be the heart of an emerging personal finance ‘supermarket’ ” where “in-

stalment loans, personal checking and accident insurance increasingly will be 

part of the product mix available through the card.” The ABA and the net-

works promoted the “bank card” as a universal ideal, achievable by small and 

large banks alike through the card networks. Yet the bank card idea also held 

a latent tension: small banks depended on the networks for technology, but 

large banks were developing proprietary systems to promote their cards inde-

pendent of the networks. The question of who would control the bank card’s 

future—banks or networks—remained open.33

The new bank card concept depended in part on an emerging cluster of 

technologies grouped under the catchall term “electronic funds transfer” 

(EFT). Like the bank card, EFT was a contested concept. These new tech-

nologies would, some contemporaries believed, make existing institutional 

arrangements, for example, the Federal Reserve’s check clearing system, 

more efficient. EFT might also change relationships between institutions, 

enabling private firms to take over some of the Fed’s intermediary functions. 

It also promised to reshape relationships between financial firms and their 

customers. Point-of-sale terminals could authorize card transactions elec-

tronically at the checkout counter. Automatic teller machines allowed bank 

customers to access account information, make deposits, and withdraw 

cash—services formerly performed by bank employees inside bank branches. 

In the mid-1970s, large banks invested heavily in both technologies. Because 

they made banking functions available outside the bank, consumer-focused 

EFT systems raised fundamental questions about what, in the computer age, 

constituted a bank in the first place. Hunt had asked Proxmire, “What is a 

credit card?” He could have easily asked, “What is an ATM?”34

EFT played a minor role in debates over the Hunt Commission’s recom-

mendations, and enthusiasm for reform soon eroded as Nixon’s presidency 

descended into the murky reaches of Watergate. The commission’s study 

would burn as a beacon for financial reformers, culminating in the Depository 
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Institutions Deregulation and Monetary Control Act of 1980. In the early 

1970s, though, financial industry interests opposed competition in its purest 

sense. The bill passed the Senate but failed in the House. Acknowledging the 

questions bank cards and EFT technologies raised about the financial struc-

ture, Congress took tentative action, establishing the National Commission on 

Electronic Funds Transfer (EFT Commission) in October 1974. Before it could 

act, Congress needed information and advice.35

Congress’s appeal for time confirmed Wriston’s conviction that techno-

logical innovation would outpace regulatory action. As bankers, card net-

works, and equipment manufacturers rushed to develop consumer-focused 

EFT technologies, the federal agencies had to regulate in Congress’s stead. 

Decisions came quickly. In late 1974, James E. Smith, comptroller of the cur-

rency, confronted a variance in state laws on a fundamental question: were 

customer-bank communication terminals (CBCTs), a term that encom-

passed both POS terminals and ATMs, bank branches? Washington State 

said they were not and allowed state-chartered banks to install them; Ne-

braska said they were and restricted state banks from doing so. In both 

states, national banks sought Smith’s permission to install CBCTs, forcing 

Smith to decide whether, as a matter of national policy, they could do so. He 

was hesitant, but he decided that “regulators have some responsibility . . . to 

act as a bit of a proxy for free and open competition.” In December 1974, 

Smith ruled that CBCTs were not branches. National banks could install 

them, regardless of state branching laws. In issuing his ruling, Smith sought 

to downplay fears that large banks would blanket the nation with terminals 

and undermine the position of smaller competitors. “I think that CBCT’s 

will be a cheap and effective competitive weapon for smaller banks,” Smith 

predicted, citing the industry’s credit card experience. Card networks en-

abled banks of all sizes to compete, Smith argued. There was no reason to 

expect CBCTs would be different.36

By allowing national banks to install CBCTs, Smith reinterpreted what con-

stituted a branch bank under national banking law. The controlling statute, 

the McFadden Act (1927), was inherently vague. In its definition, a bank 

branch included “branch bank, branch office, branch agency, additional office, 

or . . . branch place of business,” but it provided nothing more specific. The 

contemporary congressional debates shed little additional light. Even in the 

1920s, Smith explained, the lawmakers who wrote and approved McFadden 
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embraced competing theories. For some, a branch was a physical place. For 

others, it was a cluster of banking functions. Under either theory, CBCTs were 

not quite branches. “A CBCT obviously is not an ‘office,’ ” Smith determined. 

There was, he averred, no furniture. CBCTs also offered a limited suite of ser-

vices. Customers could not open accounts, apply for loans, or engage in other 

fundamental banking functions. “The CBCT therefore is more closely analo-

gous to a mail box or a telephone.” Like credit cards, any transaction executed 

through a CBCT happened, via electronic transmission, in a bank office. 

Smith urged banks not to follow his mail and phone analogy too far, spreading 

CBCTs as far as these utilities could reach. Rather, he asked bankers to wait 

on their home states, proceeding at the pace of local law, not jumping ahead 

of it.37

With Congress’s EFT Commission on hold because President Gerald Ford 

had not yet appointed any members, large commercial banks jumped at 

Smith’s ruling. In January 1975, Chicago’s Continental Illinois introduced the 

Continental Banking Card—“the card that means convenience banking”—

which allowed checking account holders to access the bank’s new automatic 

banking centers. Through the terminals, consumers could make deposits, 

withdrawals, and loan payments; transfer funds between accounts; and re-

ceive cash advances through their Continental Master Charge cards—all with-

out waiting for a human teller. At first, Continental placed the terminals inside 

its downtown office. But in June, the bank began installing them off-site, ex-

panding its banking footprint without building physical branches. Illinois 

was a unit banking state. Continental was allowed only one bank office. Four 

days after Continental installed its first off-site terminal, the state’s commis-

sioner of banks sued both the bank and Comptroller Smith, charging them 

with violating Illinois branching laws. A federal judge enjoined Continental 

from building further terminals but allowed existing terminals to operate 

pending a final ruling.38

Citibank initially encountered less opposition as it developed its proprie-

tary card and CBCT network in New York. The Citicard, which the bank is-

sued to its 800,000 checking account customers beginning in October 1973, 

at first enabled cardholders only to check their balances at bank terminals 

and to speed check cashing at the teller window. New York’s Banking Board 

regulated CBCTs as branches. Since the state allowed citywide branching, 

Citi faced little regulatory opposition. In April 1975, Citibank introduced 



 profits anywhere  229

cash-dispensing ATMs in New York City. At this early stage, the bank’s Citi-

card and Master Charge products remained distinct, with Citicards linked to 

checking accounts and Master Charge cards offering credit. The bank was 

also developing CBCT technology on the credit side, including a POS net-

work for the merchants enrolled in the Master Charge program. The sales 

counter terminals, bank executives explained, would speed transactions and 

help cut down on card fraud.39

And they could probably do more than that. As Comptroller Smith, mem-

bers of Congress, and federal judges all debated what constituted a bank, 

Wriston and Reed were increasingly convinced that plastic cards might be 

all the bank consumers needed. If true, they speculated, then a full-service 

Citicard—with integrated checking, credit, and other functions—could re-

place the bank’s brick-and-mortar network and circumvent the fusty geo-

graphic regulations that had long ruled American banking. Following the 

geography of its Master Charge network, Citi tested this theory by installing 

POS terminals in northern New Jersey shopping centers. In addition to ap-

proving Master Charge transactions, the terminals enabled merchants to 

confirm that Citicard-holders’ checks would not bounce. With a few adjust-

ments, New Jersey’s banking commissioner and members of the New Jersey 

Bankers Association were sure, the terminals could easily accept deposits 

and distribute cash. “There is no doubt that these machines are bank 

branches,” a New Jersey Bankers Association representative declared, “and 

hence an illegal branching across state lines.” In July 1975, the New Jersey 

legislature banned all CBCTs. The banking commissioner looked forward to 

a court battle with Citi.40

At the center of the state-level controversies over CBCTs was the question, 

put directly to the parties in the Chicago case by Judge Hubert L. Will, “What 

is a minimum bank?” Courts struggled to parse this question. As CBCT 

cases multiplied across the country, bankers argued that the terminals were 

not banks at all. Following the same logic developed in interstate credit card 

cases and deployed by Comptroller Smith, bankers claimed that terminals 

merely communicated information to a bank’s computer, located in a legal 

banking office, the same way a customer might by phone or through the 

mail. Courts rejected this analysis. Terminals were simply too physical. 

Something bank-like had to be happening inside of them. “How many things 

must be done before you have a bank?” Judge Will wondered. In December 
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1975, his court ruled that terminals “could not accept deposits, cash checks, 

make loans, or cash advances, or transfer funds between accounts.” How-

ever, “they could be used for cash withdrawals from existing accounts and for 

the payment of installment loans.” An appeals court overturned even these 

concessions in May 1976, banning all functions at remote terminals in Illi-

nois. Mayor Richard J. Daley secured a city ordinance allowing the machines, 

but without state approval Chicago’s banks had to wait and see if the Su-

preme Court would hear their case.41

In the meantime, several similar cases advanced around the country, the 

most important of which pitted the Independent Bankers Association of 

America against Comptroller Smith in the D.C. Circuit. The comptroller ar-

gued that CBCTs were not branches because they lacked the furnishings of a 

branch and because transactions were ultimately executed electronically 

within the bank. The court found this claim “without merit.” It nullified the 

comptroller’s ruling, a decision upheld on appeal in March 1976. “This court 

must decide whether the National Bank Act gives the Comptroller the power 

to initiate this technological revolution in banking or whether this initiative 

falls within the province of the states,” the appeals court held. “The question 

we face is more of federalism and statutory interpretation than of sound 

banking practice or competitive equality. The Comptroller’s decision to clas-

sify CBCT’s as non-branches may be technologically a step in the right direc-

tion,” yet “that is not for us to decide.” As long as financial federalism 

reigned, bank branching policy remained a political decision for states, not a 

regulatory decision for the federal banking agencies. States would determine 

whether CBCTs were branches. Citibank could operate CBCTs in New York 

but not in New Jersey. Continental could not operate them at all.42

In the mid-1970s, federal judges struggled to apply 1920s law and their 

own lived experience to a mobile, electronic, technological revolution in 

banking. The resulting case law, which guided bank executives as they 

worked to develop new, consumer-focused strategies, offered little consis-

tency or certainty. In the Fisher and Marquette cases, midwestern courts 

found that card transactions happened, for the purposes of applying local 

law, in a bank’s office. In the CBCT cases, similar transactions, initiated with 

similar cards, happened at the terminals, not within the bank. Following 

Citicorp’s annual meeting in Chicago in April 1978, Wriston expressed his 

industry’s collective bafflement. “I don’t know what a branch is,” he con-
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fessed. “Under the modern concept of electronic funds transfer, you’re no 

longer talking about bricks, mortar, and bodies.” Citi executives may have 

wanted to follow the concept to its ultimate conclusion, placing CBCTs across 

the Hudson in New Jersey and perhaps farther afield, but they discerned a 

logic in the era’s tortured judicial reasoning. Within financial federalism, 

cards, not terminals, were the way to expand consumer banking.43

Convenience Users and Credit Utility

Although regulatory conflict over technology and market structure roiled 

the banking industry, these struggles had little immediate impact on card-

holders’ experiences or policy concerns. Consumers and their advocates con-

tinued to favor safe, easy-to-understand, inexpensive credit. They lobbied for 

state-level interest rate restrictions and favorable lending terms. They ex-

pected state attorneys general to enforce state laws on their behalf. In Con-

gress, consumer advocates sought and gained protection from the billing 

errors that plagued card issuers’ computer systems. Although new card-

based services, like photo identification and check guarantees, likely ap-

pealed to individual consumers, undifferentiated revolving credit remained 

the paramount service consumers expected from plastic cards. Banks had 

promised convenient credit; that’s what consumers wanted. In effect, the 

unsolicited mailing campaigns had rooted universal bank cards in the pock-

etbooks and wallets of middle-class consumers. With more than 65 million 

bank cards in circulation by 1973, bank cards had become an indispensable 

component of consumer purchasing power.44

As cards became a central feature of middle-class economic identity, those 

excluded from credit access, especially women, racial minorities, and poor 

Americans, increasingly asserted rights to credit through the political pro-

cess. As historians Lizabeth Cohen and Louis Hyman document, the Na-

tional Organization for Women (NOW) led a grassroots campaign against 

discriminatory practices that often prevented women from maintaining 

credit identities independent of male breadwinners. During this organizing, 

which led to the Equal Credit Opportunity Act (1974) and its subsequent 

amendments (1976), NOW encouraged women to share their stories of 

credit exclusion. Many made credit cards central to their claims. “It’s not the 

Master Charge card that concerns me as much as receiving my rights as a 
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[sic] equal citizen,” one letter writer, Helaine Blythe, declared. Blythe had it 

half right: the Master Charge was equal citizenship under plastic capitalism. 

Daily participation in the credit economy depended on admission to private 

credit networks. Bankers and other card issuers guarded the entrances. 

When demanding admittance, women often articulated the very features 

bankers promised: universal access and convenience. “BankAmericard, as 

you know, is one of the handiest credit cards,” Susan Burkhalter wrote her 

bank after being denied a card. “I see no reason why I should not have [one].” 

Women also stressed their intention to only use cards responsibly, not prof-

ligately. They wanted cards “for emergencies” or “‘in between’ checks for 

necessities.” They understood that creditworthiness was the currency of 

credit citizenship.45

Consumer claims for credit access resonated in an economy where card 

use continued to expand, yet policymakers feared that credit card borrowing 

was driving the period’s unyielding inflation. A short recession in 1970, fol-

lowed by federal wage-price controls from August 1971 to January 1973, 

slowed price increases. Once controls ended, however, prices began to rise 

faster—above 6 percent a year in 1973 and topping 11 percent in 1974. With 

card networks blaring slogans like “Relax . . . you’ve got Master Charge” and 

“BankAmericard: Think of it as Money,” the press named bank cards a prime 

culprit. Consumers used cards to buy ahead of rising prices, increasing de-

mand that reinforced inflationary pressure. For their part, Federal Reserve 

officials worried that card lending undermined monetary policy. “Revolving-

line consumer credit,” a Fed analyst wrote in August 1974, “grows in relative 

importance during periods of aggregate credit restraint.” As tight money 

made other forms of credit more expensive or vaporized them completely, 

consumers doubled down on cards. In the mid-1970s, bank card borrowing 

made “striking” gains, accounting for a quarter of consumer debt increases. 

Yet policymakers remained uncertain about whether credit cards, or any 

form of consumer credit, caused inflation. No one seemed to know for sure. 

Correlation—between rising card borrowing and rising prices—was all there 

was to go on.46

Although Fed policymakers and the national media worried that consum-

ers were borrowing too heavily, bankers saw the opposite problem. In the 

early 1970s, bankers began to complain about a new category of cardholder, 

the “convenience user.” These consumers employed their credit cards as 
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charge cards: they made purchases and paid off their balances each month 

without accruing interest. Convenience users practiced thrift and responsi-

bility; they used convenient credit and did not get into debt. Yet because they 

did not pay interest, they did not generate profits. Whereas charge account 

bankers in the 1950s had levied high merchant discounts to profit strictly 

from convenience spending, bankers had since redesigned their card plans 

to balance merchant-discount and revolving-credit income. Convenience us-

ers enjoyed a month or more of free credit, while bankers had to pay interest 

for funds that earned no interest. With inflation driving up the cost of money, 

these liabilities were ever more expensive.47

One way to overcome the convenience user problem was to simply charge 

cardholders a fee, as travel cards had always done, ensuring that even conve-

nience users paid for card services. Most bankers, however, did not see fees 

as a viable option. Since the 1960s mass-mailing campaigns, banks had mar-

keted their cards as “free.” Could banks go back on this promise? Vigorous 

competition between banks and the apparent uniformity of revolving credit 

meant that no bank wanted to be the first to impose a fee. With many card-

issuing banks offering the same service, consumers would simply choose 

another bank. Worse, bankers feared, consumers would take their deposit 

accounts and other business with them. For years, bankers agonized over 

fees. There was never a clear path out of the industry’s feeless equilibrium. 

Outside of specific regulatory contexts like Minnesota, where the state’s low 

local interest cap encouraged the Marquette National Bank to adopt an an-

nual charge, no bank was willing to take the plunge. Marquette also proved 

the rule: its fee quickly drew competition from out-of-state bankers.48

Where other bankers dared not go, Citibank strode boldly ahead. In early 

1976, Citi instituted a 50-cent monthly service fee on cardholders who used 

the card but did not incur interest. Until that time, the bank had, in accor-

dance with New York law, granted its Master Charge customers twenty-five 

interest-free days from their billing date to repay their balances, before charg-

ing the statutory rates of 18 percent for the first $500 and 12 percent on sub-

sequent amounts. “We feel that this small fee is well within reason,” a Citibank 

executive explained to the New York Times in April. “This revision is necessary 

to offset our rising costs and to improve our level of customer service.” 

Most bankers looked at their card plans in the aggregate, balancing total ex-

penses against total revenues. Citi executives expected each cardholder to be 
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individually profitable for the bank. The fee may have seemed sensible, 

but bank customers took the opposite view. As one Citibank chronicler re-

called, “Angry cardholders stormed into branches and threw their cards in the 

tellers’ faces, forcing Citibank to take special security measures.” Customer 

anger was understandable. Cardholders felt that by paying their bills every 

month, they were using cards responsibly. They were not succumbing to 

temptation. They were not going into debt. They were not spending extrava-

gantly. It hardly occurred to them that convenience came with a cost, that they 

were committing the most intolerable act of all: they weren’t making Citibank 

any money.49

Consumers were outraged; Citi’s fellow bankers were thrilled. Banks still 

struggled to make cards profitable. High operating expenses, expensive 

funding costs, and continued problems with fraud and consumer delinquen-

cies all weighed on bank card issuers. Large banks tended to fund their card 

programs directly through money markets, using instruments like large de-

nomination certificates of deposit, commercial paper notes, and even euro-

dollar borrowing. Rising interest rates, which ratcheted up with inflation, 

narrowed the spread between the cost of funds to banks and the interest they 

could charge. “With the way the usury laws are,” one Pennsylvania banker 

complained, “it’s very difficult to make a profit.” Bankers eagerly studied 

Citibank’s policy. Many saw it as the industry’s future. “I would be very sur-

prised if the industry doesn’t follow Citibank’s lead,” one California banker 

observed; another added, “Some change (in pricing) is inevitable.” Other 

bankers criticized the move. Thomas Wilcox, a former Citi executive who left 

for California’s Crocker National Bank after losing the top post to Wriston, 

remained committed to evaluating his new bank’s plan holistically: “We 

think our Master Charge should be considered in light of its ability to bring 

other retail business to our bank. We can consider it a loss leader.” Wherever 

bankers stood on card fees, they all watched Citi’s experiment closely. And 

though many hoped fees would stick, they would also take some delight if 

failure brought the aggressive bank down a peg.50

The consumer furor, however, was more intense than Citi executives an-

ticipated. So was the regulatory and legal response. Representative Frank An-

nunzio (D-IL), chairman of the House Banking Committee’s Consumer 

Affairs Subcommittee, played for headlines. “Just like the spider who lured 

the fly into its parlor and then trapped it in its web,” Annunzio vented, “the 
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bank has lured customers into its credit card program with glossy promises 

and is now trying to collect extra fees.” Annunzio introduced legislation to 

ban bank card fees and threatened hearings. The congressman barked. Con-

sumer lawsuits bit. As a result of a class-action suit brought by three Citi 

cardholders, a district court ruled such service charges illegal under New 

York law and ordered Citibank to repay all collected fees. Commenting on the 

case, John Reed snarled, “These people knew it was a free ride—people like 

to beat the system.” One of those people, plaintiff Richard Oster, received 

his 50-cent refund and “a lot of satisfaction.” The outcome embarrassed the 

bank. It also firmly locked Citi cards into New York’s strict interest rate 

regime—the full consequences of which would become apparent later on.51

Citibank Goes National

Even as the bank wrangled over convenience fees, Wriston and other Ci-

tibank executives remained true to their faith that technology, and card tech-

nology especially, would propel Citi beyond the geographic confines of the 

New Deal regulatory order. The bank pressed out in all directions, yet every 

move into new businesses and territories brought conflict with federal regu-

lators. Federal law still prohibited interstate banking. The Federal Reserve 

and Justice Department sought to enforce those provisions; Citi executives 

worked to creatively evade them. Citibank won many of these battles. The 

results, though, often amounted to small, expensive-to-maintain breeches in 

the regulatory structure. Through its Nationwide Financial Services unit, 

Citicorp operated more than one hundred limited-service offices in southern 

and western states, which provided consumer loans but could not accept 

deposits. In cities like San Francisco and Miami, meanwhile, Citi opened 

Edge-Act subsidiaries, special-purpose branches that could only engage in 

international transactions. These and other financial nodes marked signifi-

cant incursions, but none matched Wriston’s ambition. Cards, though, could 

redraft the regulatory map. In an interview with American Banker, Reed made 

the bank’s ambitions plain. “My own personal belief is that almost every-

thing we have traditionally distributed through branch system can be deliv-

ered on the card.” And cards could go anywhere, enabling Citi to traverse 

federal and state branching boundaries and build a truly nationwide card-

based consumer bank.52
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Visa inadvertently opened the gate for Citibank’s interstate expansion. In 

late 1976, National BankAmericard Inc. (NBI) announced plans to drop the 

BankAmericard name in favor of consolidating the network’s domestic and 

international operations under a new name: Visa. Executives designed the 

name change to distance NBI from Bank of America, the original issuer of 

the BankAmericard, providing a unified brand for the thousands of card-

issuing members of NBI’s global payment network. Dee Hock chose the 

name because, as he explained, the “adoption of the single name ‘Visa,’ sur-

mounts language and cultural barriers and is the final step in assuring in-

stant recognition and acceptance around the world.” Hock also intended 

the rebranding to shift consumer attention away from the individual card-

issuing banks and toward the power and utility of the network. To inform 

consumers of the change, NBI planned a national advertising campaign, 

forewarning cardholders to expect a new Visa card from their local bank—

and presenting the artful executives at Citi with a unique opportunity.53

Before 1976, the competing card networks did not allow their members to 

issue more than one card brand. A Master Charge issuer like Citi could not 

also issue BankAmericards. Forcing banks to choose between networks, 

Hock believed, left open the possibility that additional networks might 

emerge. By contrast, allowing banks to issue cards under both networks, 

called “duality,” raised high barriers to entry at the network level. Hock saw 

duality as a short step to a grueling antitrust fight or, worse, nationalization 

of the card networks as public utilities. For merchants who accepted both 

BankAmericard and Master Charge, however, the ban on duality meant they 

had to maintain accounts with separate banks. Agent banks in small towns 

sided with their merchants. Hock’s position constituted a restraint of trade 

at the bank level, they argued, demanding the freedom to offer card services 

of their choosing. After years of private litigation and an expanding Justice 

Department inquiry, NBI relented.54

Citibank immediately joined NBI, as did many of its rivals. Citi did so with 

different motives. The bank did not intend to target only its existing New 

York market; instead, in August 1977, Citi began mailing tens of millions of 

preapproved Visa applications to consumers across the country. The bank 

bought up lists of potential cardholders from direct mailers and phone com-

panies and ran them through new, national credit bureaus. In what newspa-

pers dubbed “Citi’s Credit Card Blitz,” the bank capitalized on the confusion 
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caused by NBI’s rebranding and pushed aggressively into markets previ-

ously controlled by other NBI banks.55

By sending preapproved applications instead of actual cards, Citi dodged 

the 1970 unsolicited mailing ban and soon inundated the nation with Ci-

tibank Visas. Rival bankers were not sure what to make of Citi’s strategy. 

Some assumed Citibank planned to target their merchant customers. Local 

banks had fought for generations against New York’s financial dominance. 

Businesses, unlike consumers, could easily go to New York or San Francisco 

for loans. Was this a new strategy to target business customers? Other bank-

ers recognized Citi’s consumer focus. “They must feel the barriers against 

interstate banking will soon give way,” one Idaho banker observed, “and they 

may be trying to establish a broad customer base right now.” Citi executives 

did and were. The bank’s competitors responded with incredulity and out-

rage, rooted in timeworn assumptions about the link between consumer 

borrowing and financial geography. Successful card plans depended on local 

embeddedness, on the close connections between the issuing bank and its 

community. Bankers who struggled to generate profits locally could not 

imagine issuing cards across the country. “Competing banks,” the Los Ange-

les Times reported, “contend that no matter how many new cardholders Ci-

tibank gets, it will end up losing money on most of them.” A Seattle banker 

put the sentiment bluntly: “They are foolish to do it.” Other NBI issuers re-

sponded with flat anger. Missouri bankers, who had advance word of Citi’s 

plans, were irate that Citibank dared encroach on their market. “The only 

thing bad about the credit-card business,” fumed St. Louis banker William 

Travis, “is that some banks are getting too greedy.” Citi’s greed paid off. 

Many consumers, assuming Citi’s offer was part of the Visa name change, 

promptly mailed the bank their acceptances—four million of them.56

Citibank’s break with accepted financial geography went further than sim-

ply mailing cards across state lines. First of Omaha and other midwestern 

banks had already built regional card plans by crossing into neighboring 

states, but they did so while building the BankAmericard network from the 

ground up. First of Omaha employees recruited hundreds of agent banks, 

and through them thousands of merchants, introducing and embedding the 

BankAmericard plan in local communities. Omaha executives negotiated 

with local policymakers. Omaha lawyers fought extended legal battles, in-

cluding the Fisher cases that by 1977 gave Citi relative certainty that its cards 
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would be regulated in New York. First of Omaha’s experience was, in theme 

if not precise detail, the experience of card-issuing banks across the country. 

Although Wriston liked to portray markets as neutral, natural phenomena, 

the bank card market in any given place only existed because of the long, 

hard, expensive work put in by local bankers. Now Citibank swept in to reap 

the rewards, appropriating the infrastructure which local banks had created 

to make the card market in the first place. Citi signed up no agent banks. It 

enrolled no merchants. It came for the consumers, offering them the same 

commodified revolving credit they could get at their local bank. And local 

bankers took Reed and Wriston at their word: Citi intended to offer these 

consumers much more in the future.

Dee Hock imagined the adoption of Visa as a significant step toward mak-

ing the private network paramount, so that the information exchange that 

facilitated economic life could occur without the involvement of either the 

banks or the government. Instead, Citibank commandeered Hock’s network, 

harnessing the system that thousands of Visa-née-BankAmericard banks 

had built over the previous decade and transforming it into a conduit for 

Citi’s ambitions. Citibank executives understood better than their rivals the 

consequence of undifferentiated revolving credit. While local card-issuing 

banks saw cardholders as their customers, cardholders did not necessarily 

see themselves that way. The cards issued through BankAmericard and Mas-

ter Charge carried these logos prominently, reorienting consumers’ focus 

away from the issuing bank and toward the national network—the name on 

the card that gave it its purchasing power. These card systems initially relied 

on local banking relationships to build their merchant and customer bases, 

but they also eroded these boundaries as BankAmericard and Master Charge 

became national, even international, institutions, synonymous with mobility 

and surmountable distance—exactly what Visa was meant to capture. Bank-

Americard customers, Citi bankers believed, were unaware of the local bank 

connections that linked them to the payment networks. “The consumer,” a 

Citibank executive explained to congress in September 1977, “has been tell-

ing us through his behavior that he does not view the card as a ‘local’ geo-

graphically constrained product.” By appropriating the network, Citi would 

no longer be a local geographically constrained bank.57

In the face of Citibank’s aggressive salvo, what could its rivals do 

fight back? “If other banks exercise their muscle,” Continental’s head of 
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cards explained, “we can’t just sit idly by.” And they did not. “Regional 

banks,” the Wall Street Journal reported, “say the heavy national promotion 

has forced them to step up their own marketing to compete.” Just as in the 

heady days of the unsolicited mailing boom, in the late 1970s banks un-

leashed a rush of competition, one no longer confined by the extent of their 

branch and agent-bank networks. Continental Illinois mailed 550,000 so-

licitations to select New Englanders, including one to the chairman of the 

First National Bank of Boston, much to his shock. The Barnett Banks in 

Florida, which had expanded statewide on the back of their BankAmericard 

franchise in the late 1960s, defensively mailed 350,000 Visa offers, urging 

Florida consumers, “don’t take Visa cards from strangers.” Bankers com-

pounded the competitive pressure through duality. Banks which had for-

merly issued only BankAmericard or Master Charge cards now tried to hook 

customers on a second brand. With credit offers raining down, the nation’s 

headline writers competed pun for pun: in Chicago, “Consumers [were] 

Charging through a Credit Card Blizzard”; in Los Angeles “Credit Cards 

[were] Dealt in Game for Big Money.” By January 1979, Visa and Master 

Charge banks were approving almost 75,000 new cards a day. Bank credit 

card debt had grown by 15 percent a year from 1974 to 1977, but over the next 

two years it leapt up at a 30 percent annual rate. In the process, bank cards 

surpassed retail credit plans as the dominant form of revolving credit.58

The explosion of card solicitations revived long-standing concerns that 

cards drove inflation by increasing consumer demand for goods, enabling 

anticipatory buying, and fueling inflation psychology. Price increases slowed 

in 1976 to a still significant 5.7 percent a year but accelerated again in 1977 

and 1978 as the card boom raged. “We wonder whether the proliferation of 

credit cards is actually plastic inflation,” a House Banking Committee staffer 

told the Los Angeles Times, adding, “We have a time bomb situation here.” For 

recently inaugurated Jimmy Carter, renewed card expansion was a minor 

current in the sea of economic problems facing his administration. As cards 

flooded the market, Carter’s staff revisited federal credit controls as one 

means to stem the tide. In spring 1980, the administration would make a 

daring effort to shift the course of plastic capitalism.59

In the meantime, Citibank’s mass-solicitation strategy was wildly success-

ful and tremendously expensive. Purchasing third-party lists of likely card-

holders and screening them through credit bureaus exposed the bank to bad 
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debt and fraud losses. Credit bureaus, like the card networks, had embraced 

technology to create national systems by consolidating local credit agencies, 

yet their screening methods remained far from perfect. Like tides, Reed ob-

served, each wave of solicitations echoed back again in a wave of fraud and 

charge-offs. Citi’s consumer loan losses increased from $54.5 million in 1977 

to $93.9 million in 1978. Charge-offs hurt the bottom line, but the real dan-

ger was interest rate risk. While the bank’s millions of Master Charge and 

Visa customers paid rates held flat by New York law, money markets around 

the globe set Citibank’s cost of funds. “Consumer lending on a fixed-rate ba-

sis, which tends to penalize our earnings in high-interest-rate environments 

such as today’s,” the bank reported in 1978, “will contribute to earnings 

growth when rates decline.” Or, more accurately, if rates decline. Unfortu-

nately for Wriston and Citibank, over the next two years interest rates went in 

the opposite direction. When Citibank started its solicitation campaign in 

1977, the bank’s cost of funds stood at 6.21 percent. By 1978, they rose to 9 

percent. And Citi executives saw them only going up from there.60

Through the 1970s, the bank card industry developed along the geographic 

lines that had long ruled American banking. Local banks served local mar-

kets, embedding card plans in community relationships that bound consum-

ers, merchants, and their banks together. Bankers built their nationwide 

networks on these relationships. Even ambitious banks, like First of Omaha, 

that pursued aggressive regional growth in the 1960s and 1970s did so 

through agent bank agreements. They built local credit card markets from 

the bottom up. Consumers, though, had little knowledge of the institutional 

and relational infrastructures that made the card systems work. As networks 

developed stand-alone identities distinct from card-issuing banks, the ties 

that bound cards to space and place faded from view. Wriston and Reed, 

schooled in Citibank’s international operations and eager to use technology 

to sprint past laggard regulators, stood ready to take advantage.

Wriston and Reed were well-positioned to drive change, but their views 

about the transformative power of financial technology were hardly unique. 

Rather, they reflected a growing consensus among business leaders and pol-

icymakers that information networks were eroding the traditional geogra-

phies of finance. In the Carter administration, deregulation-minded officials 

were warming to similar views. “Our present banking laws are based on a 
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world in which most customers had to queue up at their local bank, or local 

branch, to make deposits and withdrawals or to borrow money,” Lyle Gram-

ley, a former Fed staffer and member of Carter’s Council of Economic Advis-

ers, mused in October 1979. “The advent of electronic funds transfer 

technology in recent years,” he continued, “had called into question the 

whole concept of physical location as a relevant, or desirable, basis of bank-

ing regulation.” Federal courts, however, had restrained the very EFT tech-

nologies Gramley invoked, foreclosing one technological path for bypassing 

place-based regulation and pushing bankers toward another. The regulatory 

structure continued to shape bank strategy even as bankers chose among 

technologies with which to work around it.

Gramley also recognized that in Congress, where physical location remained 

the basis for political representation, lawmakers were unlikely to accept a world 

where local authority over finance was not protected. Congressional leaders, 

among them William Proxmire, were increasingly amenable to market-based 

deregulation. Yet they also sought to maintain finance’s place-based social con-

tract through legislation like the Community Reinvestment Act (1977), which 

required banks to meet the credit needs of the communities in which they op-

erated, including low-income neighborhoods. Proxmire and the Carter admin-

istration would pursue some federal financial deregulation under the aegis of 

combatting inflation, but Citi executives and their peers would need to pursue 

place-based deregulation by a different road.61
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A Ton of Bricks

Citibank’s massive nationwide marketing campaign changed the composi-

tion and structure of American consumer credit markets. As in the 1960s, 

bankers rushed to compete, now no longer constrained by the geographic 

reach of their branch networks. Shaken by the volatile 1970s economy and 

hounded by seemingly untamable inflation, consumers grasped cards as a 

lifeline to purchasing power and the previous generation’s prosperity. Within 

a year, bank card debt surpassed department store and similar retail borrowing 

for the first time. It would never turn back. Politicians and policymakers 

watched these developments closely, nowhere more so than within the Carter 

administration. From his first days in office, Carter and his economic staff 

struggled to confront the nation’s economic challenges, especially the omi-

nous combination of high unemployment and persistent inflation, known 

popularly as “stagflation.” At first policymakers tried to solve both problems at 

once, vacillating between expansion and contraction, and between the man-

aged Keynesianism of the past and new policy ideas, like deregulation, gaining 

traction in the present. In late 1978, however, Carter and his advisers decided 

to prioritize inflation. Carter invested the contest with a deep moral urgency, 

embodied most forcefully in his “Crisis of Confidence” speech the following 

summer. Yet the ongoing expansion of credit card lending flew in the face of 

Carter’s calls for restraint. After much deliberation and a few false starts, 

Carter took direct steps to curtail what one sympathetic commentator called 
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the “credit card craze.” In March 1980, Carter exercised powers granted by the 

Credit Control Act (1969) and authorized the Federal Reserve to institute con-

trols on credit card lending.1

Ongoing credit market turmoil and an emphatic consumer response com-

bined to make the policy unexpectedly effective. In mid-1979, Carter had 

appointed Paul A. Volcker Jr., president of New York Federal Reserve Bank, 

as chairman of the Federal Reserve. Volcker soon began his well-known ex-

periment in monetary policy, strictly managing the supply of money and 

allowing market interest rates to skyrocket. The policy violently disrupted 

global credit markets. It hiked costs for card firms tremendously, yet state 

usury laws prevented lenders from passing higher interest rates on to con-

sumers. Lenders were desperate to cut back on credit extensions but fearful 

of losing the market share they had so recently attained. Consumers who ac-

cepted and used cards remained deeply uneasy about their reliance on plastic 

purchasing power. When Carter announced controls in stern moral language, 

consumers responded. Credit buying slammed to a halt, and not just on 

cards but across the economy. The policy, as one administration veteran re-

called, “hit like a ton of bricks.” The nation’s gross national product fell at a 

dramatic 8 percent annual rate in the second quarter of 1980, the fastest drop 

since the Great Depression. The policy quickly became a victim of its own 

success. So did Carter. The rise of modern conservatism, the ongoing Iranian 

hostage crisis, and the administration’s failure to address the nation’s persis-

tent energy dependence all contributed to Carter’s loss to Ronald Reagan in 

1980. But the sharp economic decline that year, caused by the credit control 

policy, was the paramount cause of Carter’s defeat.2

Carter’s credit control policy mirrored the 1960s political response to 

mass unsolicited card mailing. In both cases, politicians reacted to break-

neck credit marketing by enveloping card plans in the New Deal’s restrain-

ing web of financial rules. Indeed, Carter’s policy built directly on these 

earlier regulatory efforts. The Credit Control Act and the state-level price 

controls that gave credit restraints their bite were products of the initial 

countermovement against unrestrained card plans. By 1980, however, the 

balance of forces had shifted. An unrelenting campaign to discredit New 

Deal economic controls had borne fruit. Proponents of unrestrained mar-

kets, like Paul Volcker, commanded the policy high ground. Meanwhile, con-

sumer credit, an auxiliary engine of consumer purchasing power—ignited 
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by New Deal credit policies, stoked by private lenders seeking profits in 

consumer markets, and revved by consumers claiming access to credit 

citizenship—propelled the economy with unprecedented force. While state 

policymakers and some congressional Democrats remained committed to 

controlling and channeling credit, the ideological and material balance had 

shifted. Instead of driving a new countermovement against unconstrained 

credit, Carter’s crusade was outflanked, cut off, and routed.

Rejection of Credit Controls

Jimmy Carter focused his 1976 election campaign on themes of economic 

recovery and national renewal. During the campaign, the unemployment 

rate remained stubbornly above 7 percent, the federal government continued 

to run a substantial deficit, and inflation, which would become the true eco-

nomic bugbear of his administration, fluctuated between a 5 and 6 percent 

annual rate. As a candidate, Carter lambasted incumbent Gerald Ford’s eco-

nomic performance, repeatedly citing the “misery index”—the sum of the 

inflation and unemployment rates—as the leading indicator of Ford’s fail-

ings. Carter also assumed the mantle of Washington outsider. He espoused 

a “populist” faith in the honesty and integrity of the American people. Gov-

ernment, in light of Vietnam and Watergate, had not lived up to its founding 

ideals. To regain Americans’ trust, it needed a fresh, values-driven approach. 

Carter’s varied career as a naval officer, small-town businessman, Baptist 

missionary, and state governor cemented his outsider appeal. The Georgian 

offered himself as the embodiment of national spiritual revival. Voters 

hoisted him into the nation’s highest office.3

Once in the White House, Carter struggled to turn his populism into effec-

tive economic policy. Two conflicting currents propelled Carter’s politics: a 

faith-driven compassion that aligned with Democratic social priorities like 

racial and economic justice, and a deep-seated fiscal conservatism that made 

Carter reluctant to open the national pocketbook to pay for them. As he later 

reflected, “The Southern brand of populism was to help the poor and the 

aged, to improve education and to provide jobs. At the same time the popu-

lists tried not to waste money, having almost an obsession about the burden 

of excessive debt.” Constrained by contrary impulses, Carter could not chart a 

decisive course on economic policy. Moreover, the administration’s economic 
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ambivalence extended throughout the economic policy staff. The stagflation 

of the 1970s, coupled with the increasing prominence of free-market ideology 

among academic economists, undermined the Keynesian ideas that had 

guided policy in the postwar era. Carter’s staff, caught adrift in changing seas, 

adopted a pragmatic approach. Advisers like Alfred E. Kahn and Charles L. 

Schultze, chairs, respectively, of the Council on Wage and Price Stability and 

the Council of Economic Advisers (CEA), relied on Keynesianism where it 

seemed effective. They also gradually committed to deregulation and adopted 

thinly veiled antagonism toward organized labor. Carter wanted to move the 

Democratic Party beyond the political-economic orthodoxies of the New Deal 

and the Great Society, especially as they seemed to crack under the weight of 

slowing productivity growth and the transition from a manufacturing- to a 

service-based economy. But the path forward was dimly lit and treacherous.4

Carter and his economic team zigzagged between tightening and expan-

sion, matching the changing course of the economy. The economic recovery 

that was underway in 1976 continued into 1977, ushering in a period of 

strong economic growth. Growth, however, brought inflationary pressure. 

Carter instituted voluntary wage and price controls and limited pay raises for 

federal workers in early 1978. These policies fizzled. In October 1978 the 

administration undertook “phase two” of its anti-inflation strategy, which 

called for budgetary restraint and a more rigorous attempt to stem wage and 

price increases. By then Carter had determined that inflation was “our most 

serious domestic problem.” He urged Americans to join the government in 

fighting inflation through their daily economic decisions.5

While Carter’s economic team debated inflation-fighting measures, Ci-

tibank launched its nationwide Visa campaign, spurring a dramatic upsurge 

in card use and fears of credit-induced inflation. As cards saturated the mar-

ket, inflation surged. By early 1979, the consumer price index was increasing 

at double-digit annual rates. Americans appeared to be losing confidence in 

the administration’s ability to combat rising prices, frustrating White House 

officials. In early 1979, senior economic staff scrambled to craft policies that 

might slow inflation’s steady climb. Within this environment, credit controls 

emerged as one tool which might stem credit-fueled consumption. Under 

authority granted by the Credit Control Act (1969), Carter could authorize 

the Federal Reserve to regulate “the extension of credit in an excessive vol-

ume.” Advisers argued that taking this step would send a strong signal that 
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the administration “will act on the inflation crisis where it has the power to 

do so.” They emphasized credit cards as a prime target for controls. In March 

1979, Treasury secretary W. Michael Blumenthal informed Carter, “some 

consumers may be overextending their debt positions to an extent that is not 

desirable,” counseling further, “Your advisers also agree unanimously that 

action should be taken to limit the most liberal terms of consumer credit.” 

Carter agreed to pursue “preliminary discussions” regarding limitations on 

consumer credit. Through April and May, the economic staff examined the 

viability of a credit control policy.6

With Carter’s mandate to pursue “preliminary discussions,” CEA econo-

mists began examining options for a credit control policy. Initially, propo-

nents recommended shortening repayment periods, which would force 

consumers to make larger monthly payments. Higher monthly payments, 

the core feature of World War II and Korean War controls, increased the 

price and thus reduced the demand for credit. Yet such controls had to be 

monitored and enforced. As economist Lyle Gramley noted, “Installment 

credit has grown tremendously in importance since the last time that con-

trols were used.” Staff estimated that there were likely 50,000 consumer 

lenders in the market, meaning that instituting controls “would involve 

monumentally heavy costs.” Further, the increasing fungibility of credit, 

linked especially to the expansion of card plans, also frustrated Carter’s eco-

nomic team. “As the credit instrument has become divorced from the asset 

purchased,” one report lamented, “consumer credit has become a more gen-

eralized source of purchasing power.” This meant that “restraint imposed in 

one area would lead to expansion from other sources.” Credit controls, Cart-

er’s advisers determined, were “essentially unworkable.” In May 1979, they 

abandoned the idea.7

The essential unworkability of controls resulted from the size and scope of 

consumer credit markets, a fact which raised further questions for Carter’s 

economic staff. Controls had long been premised on the idea that consumer 

credit was pro-cyclical, that it exacerbated swings in the economy by adding 

momentum during the upswing and compounding decline in the downswing. 

The upswing momentum was inflationary, economists believed. Controls 

could impose moderation. Yet too much debt overall might drag on the econ-

omy once recovery was underway. Overindebted consumers could not spend 

the economy into recovery. Carter’s policy staff observed steadily increasing 
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consumer debt and steadily declining national savings. They worried. In 

memos examining these concerns in spring 1979 one staff economist, K. 

Burke Dillon, reported that though “the total outstanding debt of borrowers 

has increased substantially in relation to disposable income,” this increase 

“has been offset by the lengthening of maturities.” Consumers owed more, 

but they were able carry their debts longer and pay less each month. There 

was, Dillon argued, no “true increase in the debt repayment burden.” Con-

sumers’ purchasing power was not declining. Future aggregate demand was 

not in jeopardy. Dillon’s analysis may have reassured administration econo-

mists, but it would have provided little comfort to consumers who did not ex-

perience lengthening maturities and total debt outstanding as cold economic 

facts but as real and growing burdens in an unsettled world.8

The Confidence to Fight Inflation

The economic concerns that prompted Carter’s staff to debate consumer 

indebtedness and credit controls also animated deeper currents that flowed 

through the administration in early 1979. A decade of high inflation had 

eroded American incomes and undercut consumer prosperity. The long en-

ergy crisis choked and stalled the nation’s perpetual optimism. Throughout 

the decade, opinion shapers and public intellectuals challenged the preemi-

nence of affluence in American society—not from the upslope, as critics like 

John Kenneth Galbraith and Vance Packard had in the 1950s—but from the 

trough. Historian R. Christopher Lasch and sociologists Daniel Bell and Rob-

ert N. Bellah figured prominently in these debates. Their widely read books 

grappled with themes of renewed self-restraint and religiosity, of re-embrace 

of national traditions and communal values, and above all of abhorrence for 

degenerative self-indulgence. Americans, they feared, were abandoning tra-

ditional goals of family, work ethic, and spirituality in favor of hedonistic, 

individualistic consumption. “Social scientists, worried that self-indulgence 

would undermine the fabric of American society, expressed concern about 

the dangers of profligate spending,” historian Daniel Horowitz argues. These 

concerns were not new, of course, but they took on new urgency as Ameri-

cans’ certainty in their nation’s strength cracked and crumbled.9

Themes of self-restraint resonated profoundly with Carter. After two and a 

half years battling inflation and fighting for a sustainable national energy 
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policy, which he termed the “moral equivalent of war,” Carter concluded that 

the nation’s problems transcended economics and energy. “Americans,” 

Carter recalled, “were rapidly losing faith in themselves and in their coun-

try.” The president’s chief pollster, Pat Caddell, guided Carter to this conclu-

sion. Caddell had read widely about consumption and confidence. He had 

seen, he believed, the concerns of Lasch, Bell, and Bellah emerge vividly in 

his own polling data. Sharing his views with Carter in an April 1979 memo 

entitled “Of Crisis and Opportunity,” Caddell put it bluntly: “America is a 

nation deep in crisis.” In his seventy-five-page report he examined the deep 

national malaise eroding citizens’ confidence in their government and them-

selves. Among its causes, Caddell cited non-voting, the “Me” generation, 

consumer behavior, and lack of purpose. He lamented that “the public . . . is 

spending as if there is no tomorrow,” and further, “Live for today, financed by 

greater and greater debt has replaced the stable rock of steady, prudent fu-

ture planning in America.” Caddell urged Carter to project a new national 

vision. The crisis, he wrote, “presents you the opportunity, so rare in Ameri-

can history, to reshape the structure, nature, and purpose of the United 

States in ways which your predecessors only dreamed.” Carter took Caddell’s 

advice very seriously. The two began reading from a shared list that included 

Lasch, Bell, and Bellah’s works.10

The themes of consumption and self-indulgence presented by Caddell car-

ried deep implications for the administration’s two most pressing domestic 

concerns: inflation and energy. In early July 1979, with gas lines again snak-

ing into service stations, Carter reevaluated his approach to both issues. That 

month, the president had been scheduled to address the nation for the fifth 

time on the energy crisis. Instead, he abruptly scrapped the speech and 

headed to Camp David for a period of reflection that would redefine his pres-

idency. Following ten days of consultations with numerous advisers, includ-

ing politicians, business and labor representatives, religious and community 

leaders, and economists and energy experts, Carter delivered a speech that 

defined a new direction for his administration. Officially known as the “Cri-

sis of Confidence” speech, though better known as the “Malaise” speech, 

Carter drew on Caddell’s memo to offer a bold critique of the nation’s direc-

tion and purpose. Borrowing the phrase “a crisis of confidence” from Lasch’s 

Culture of Narcissism, Carter told Americans that their inability to unite on 

energy reflected deeper problems: “It is a crisis that strikes at the very heart 
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and soul and spirit of our national will.” Carter lamented Americans’ lost 

national purpose. “Too many of us now tend to worship self-indulgence and 

consumption. Human identity is no longer defined by what one does, but by 

what one owns.” Americans could feel this too. “We’ve discovered that own-

ing things and consuming things does not satisfy our longing for meaning.” 

Carter also offered hope, buttressed by faith in the inexhaustible resources of 

the American people. He warned his audience, estimated at over 100 mil-

lion, that although there were no short-term solutions, with unity and sacri-

fice, the nation’s crisis of confidence—and with it the crises of energy and 

inflation—could be overcome.11

The speech won immediate support from viewers and the media, but 

Carter quickly squandered the momentum. After the speech, the White 

House received a surge of letters and phone calls, 85 percent of which lauded 

the president’s bold message. Americans embraced Carter’s call to action. 

They too were troubled by the pervasiveness of consumerism and self-

interest they saw in themselves and their fellow Americans. But then Carter 

reoriented his administration, requesting the resignation of his entire cabi-

net. He declined most resignation offers. However, he showed a few top 

advisers, including Treasury Secretary Michael Blumenthal, the door. The 

apparent disorder reignited concerns about Carter’s ability to manage his 

administration. The moves elicited comparisons to Nixon’s “Saturday Night 

Massacre,” overshadowing Carter’s message and diminishing its impact. 

Carter squandered the opportunity and was left with crisis.12

The cabinet shakeup created high-profile gaps in the president’s economic 

team, which had to be plugged quickly for the administration to address the 

problem of inflation. First, Carter had to replace Blumenthal at the Treasury, 

which he did by selecting William G. Miller, then chairman of the Federal 

Reserve. This left a crucial vacancy at the Fed, one that Carter filled with the 

rangy economist Paul Volcker. Volcker was president of the New York Fed-

eral Reserve Bank, the branch responsible for executing the Fed’s monetary 

policies through purchases and sales of treasury securities. Volcker came to 

the New York Fed after a long career straddling banking and public service. 

He had assisted Chase’s David Rockefeller on the Commission on Money 

and Credit in the 1960s and helped convince Richard Nixon to decouple the 

dollar from gold in the 1970s. At the New York Fed, Volcker established a 

clear record as an inflation hawk, favoring policies to constrain the growth of 
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the money supply and fight inflation at all costs. Volcker’s appointment 

highlighted Carter’s increasingly firm stance against inflation, though the 

administration’s record still left some observers unconvinced. In a magnifi-

cent bit of underestimation, the New York Times called Volcker’s appoint-

ment “largely symbolic.”13

Sensing the need for decisive action to curb inflation, Volcker steered the 

Federal Reserve in a new direction, embarking on a dramatic policy shift in 

October 1979. The change Volcker instituted was, in some respects, highly 

technical, but the shock waves it unleashed reverberated through the global 

financial economy for a generation. Until then, the Fed had managed infla-

tion by manipulating interest rates. In theory, by increasing rates, the Fed 

made it difficult for banks to attract deposits and other funds (in part because 

of Regulation Q price restrictions). Higher rates reduced banks’ reserves and 

thus their capacity to make new loans, slowing, in turn, the growth of the 

money supply and with it the rate of inflation. Traditional monetary policy 

also kept interest rates stable and under the Fed’s control. Volcker, though, 

believed that inflationary psychology was too deeply entrenched. Bankers 

were not taking the Fed’s actions seriously enough. They kept lending, and 

so the money supply kept growing.14

On October 6, 1979, Volcker called a secret meeting of the Federal Open 

Market Committee, the policymaking arm of the Federal Reserve, to discuss 

a new direction. Volcker opened the meeting with a call for decisive action: 

“We can’t walk away today without a program that is strong in fact and per-

ceived as strong in terms of dealing with the situation.” He proposed that the 

Fed stop managing interest rates and move instead to control the growth of 

the money supply directly. Volcker argued for tightening the Fed’s supervi-

sion of bank reserves, which would directly curtail overall bank lending. In 

doing so, the Fed would allow interest rates to “fluctuate over a wider range.” 

Such a transition in policy, Volcker hoped, would lead to “a change in the 

psychological atmosphere” that “will give us more bang for the buck.” Not all 

Fed members fully embraced the new direction. Governor Nancy Teeters, for 

one, felt “queasy about it.” But the final vote was unanimous in favor of 

money aggregates. Volcker emphatically demonstrated his seriousness to 

break inflation and inflationary psychology. By ceding control of interest 

rates, the Fed willingly accepted a galloping increase in credit prices.15
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Credit Controls Renewed

Volcker’s determination to turn the monetary screws until inflation was 

finally wrung from the economy marked an epochal shift in postwar eco-

nomic management. In the short term, however, rising interest rates did 

little to stem inflation. Instead, the price of money and the price of goods 

climbed apace. When the Bureau of Labor Statistics released the producer 

price index in mid-February 1980, it showed a 19.2 percent annualized jump 

for the previous month, the highest such increase in five years. Vacationing 

with his family in Florida, CEA chairman Charles Schultze was summoned 

back to Washington to devise a new inflation strategy. Rising producer prices, 

the administration feared, would soon reach consumers. With the election 

only nine months away, Carter’s staff urged the president “to increase the 

visibility of our anti-inflation effort.” Credit controls, which had been 

scrapped in May 1979, reemerged amid a bundle of possible policies aimed 

at taking strong, effective action on inflation.16

Outside the White House, surging inflation and Volcker’s strident mone-

tary policy created a growing constituency for targeted credit controls. By 

abdicating direct control over interest rates, the Fed allowed rates to surge 

across the board, squeezing home and construction financing, auto loans, 

business investment—every economic activity that relied on credit. Seeking 

relief, some proponents of controls, such as William Proxmire, Senate Bank-

ing Committee chair, pressed the Fed to direct credit to productive uses 

rather than damming the flows entirely. Others, such as economist John 

Kenneth Galbraith, urged limits on consumer borrowing, which was driving 

the national “inflationary psychosis” and consumer “dis-saving.” Volcker op-

posed controls, which would interfere with the Fed’s monetary policies and 

the natural workings of the market. As Volcker argued, credit controls would 

“severely complicate the situation,” adding as late as February 1980, “I’m no 

enthusiast of using direct controls” since “they can be counterproductive” 

and “lead to anticipation of inability to raise money and thereby actually in-

crease demand.” In other words, consumers, fearing impending credit scar-

city, would leverage their credit for all it was worth.17

Administration economists believed consumers were already using credit 

to buy ahead of inflation, and they again began to evaluate a credit control 

policy. In late February, Treasury staff reiterated concerns about credit-driven 
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anticipatory buying, arguing that credit controls “would directly carry the 

message to the American public of the need for restraint.” Revisiting the 

Credit Control Act, the Treasury again suggested imposing higher monthly 

payments to stymie demand. CEA staff again rejected this route as unwork-

able. Instead, Burke Dillon consulted with the Fed, which would ultimately 

administer whatever controls were chosen, to find a new path for the CCA. 

Volcker’s public stand against controls complicated negotiations, generating 

concern that the Fed might not go along with the administration. While the 

text of the CCA enabled the president to “authorize the [Fed] to regulate and 

control any or all extensions of credit,” it did not mandate that the Fed do so. 

Volcker, though, recognized that he needed Carter’s support, given the rising 

congressional opposition to his tight money policies. After two meetings 

with Carter and his economic team in late February, Volcker assented to the 

administration’s credit control plan.18

Under Volcker, the Fed developed a much different vision of what the 

CCA could accomplish, one indicative of the shifting reliance on market 

forces to allocate scarce economic resources. Instead of mandating credit 

terms that increased the price of credit, and in turn decreased the demand, 

Carter’s economic team decided to increase the cost of lending, thus decreas-

ing the supply. To do so, CEA and Fed economists planned to effectively tax 

new consumer lending by requiring lenders to deposit a percentage of all 

new loans in non-interest-bearing accounts with the Federal Reserve. For 

each dollar lent to consumers, lenders would set aside 10, 15, or 20 cents—

depending on what the Fed decided would be most suitable. Instead of mak-

ing loans subject to mandatory deposits, policymakers hoped, lenders would 

redirect credit toward more profitable, and less inflationary, activities. The 

policy relied on the nation’s patchwork of state usury laws to ensure lenders 

would not simply pass high costs on to consumers through higher interest 

charges. With state price ceilings in place, lenders would have to internalize 

the costs of controls, creating a strong incentive for them to reduce the avail-

ability of credit. “It will” Dillon explained, “simply make consumer lending 

even less profitable than it is now.”19

Carter’s staff had a strategy. Now they needed a conspicuous target. They 

quickly built their plan around the most visible form of consumer borrow-

ing: credit cards. Since the 1950s, cards had symbolized profligate spending 

and irresponsibility. Citi’s nationwide marketing blitz and the acceleration of 
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card solicitations that followed only reinforced the association of cards, credit 

buying, and rising prices. Placing controls on cards, administration officials 

believed, would curtail inflationary spending. It would also send a clear mes-

sage that Carter meant to beat inflation. Targeted controls also appealed to 

traditional Democratic constituencies, particularly organized labor. Unions 

wanted wage-driven prosperity, not credit-driven consumerism. By pushing 

up interest rates across the board, Volcker’s policies dampened “productive” 

mortgage and auto lending markets, which directly supported unionized 

employment. Under the still resonant logic of the New Deal regulatory order, 

blocking the channel to cards would send more credit flowing toward these 

other forms of lending, increasing supply, lowering prices, and making it 

possible for consumers to continue supporting unionized industrial work.20

In early March, Carter’s economic team convened at Camp David to assess 

the potential response to the credit control policy and other anti-inflationary 

initiatives under consideration. Administration staff invited hundreds of 

representatives from various constituencies, including business, the elderly, 

African Americans, consumers, organized labor, and ethnic groups. Most 

groups, including African American, elderly, and ethnic leaders, voiced 

strong support for credit controls. Business leaders, predictably, expressed 

“universal opposition.” Bankers were incensed. If left alone, they argued, 

credit markets would adjust without administration interference. Volcker’s 

tight money policies had already driven up the cost of consumer lending. 

Banks, pinned against state usury ceilings, were scaling back their card pro-

grams. Controls would only make matters worse, they argued, for their 

banks and the larger economy. Two days before the meetings, Citibank took 

out full-page ads in the New York Times, Washington Post, and Wall Street 

Journal denouncing credit controls. “There may be policy makers who be-

lieve this to be in the national interest but it is doubtful that many citizens 

will find it to be in theirs,” the bank opined. Despite this opposition, on 

March 12 Carter gave the final go-ahead on the program. He announced it to 

the nation two days later.21

Carter’s March 14 announcement of the credit control policy had much in 

common with his “Crisis of Confidence” speech nine months earlier. Carter 

began by detailing inflation’s causes, most importantly “our failure in gov-

ernment and as individuals, as an entire American society, to live within our 

means.” He called for discipline, strong medicine, and stern measures. For 
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government’s part, Carter promised to balance the 1981 budget. The state 

had not provided an example of frugality and fiscal responsibility. As a con-

sequence, Carter lamented, there would be “cuts in good and worthwhile 

programs—programs which I support very strongly.” Citizens, too, had not 

done their part. “Consumers have gone in debt too heavily.” Like a disap-

pointed father or a remonstrating pastor, Carter implored Americans to shift 

from spending to saving. “In the fight against inflation, what is at stake is 

more than material wealth or material comfort,” he argued. “What is at stake 

is whether or not Americans—as a nation and as a people—will retain con-

trol of our own destiny.” Though full of Carter’s patented moralism, discus-

sion of the Credit Control Act was relatively brief. In a scant two sentences, 

Carter explained that he was implementing the act, that the Federal Reserve 

would “establish controls for credit cards and other unsecured loans,” and 

that loans for homes, cars, and other durable goods would not be covered by 

the policy. Although his description of controls was limited, Carter’s mes-

sage was clear: Americans were living beyond their means, and credit cards 

were partially to blame.22

What was less clear, however, was how the policy would actually work. The 

Federal Reserve rolled out the full details a few hours after Carter’s speech. 

The policy placed restrictions on credit cards, as well as “check credit over-

draft plans, unsecured personal loans and secured credit where the proceeds 

are not used to finance the collateral,” which offered potential substitutes or 

workarounds. The Fed required lenders who extended unsecured consumer 

credit, and who had $2 million or more of such credit already outstanding, 

to deposit 15 percent of all new credit extended with the Federal Reserve in 

non-interest-bearing accounts. Under this plan, for each dollar newly lent to 

consumers that earned interest, lenders had to set aside 15 cents that did not. 

Because lenders still had to pay depositors or money markets for funds that 

languished at the Fed, this special deposit significantly increased the cost of 

consumer lending. Instead of providing guidance on how to allocate these 

new costs, the Fed left it to lenders to determine the best way to administer 

controls.23

Headline writers understandably skipped the finer details of the Fed’s 

policy. Instead, national media emphasized that credit card borrowing would 

become much more expensive, if it was available at all. Under the front-page 

headline “Credit Card Interest Rates to Rise,” the Los Angeles Times warned 
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consumers that “banks, department stores, and others issuing credit cards 

will reduce the amount of credit available” and “individual citizens may find 

it virtually impossible to get new cards.” Other papers similarly made card 

restrictions central to their coverage of Carter’s anti-inflation policies, mag-

nifying the president’s message of credit restraint. In light of the administra-

tion’s past unsuccessful bouts with inflation, some observers argued that the 

White House was offering up yet another slate of misguided policies. Credit 

controls, Washington Post editor Robert J. Samuelson argued, amounted to a 

knee-jerk reaction from policymakers bent on satisfying citizens’ calls to “do 

something.” They failed to attack inflation’s underlying causes. “Anyone 

who believes credit cards have much to do with the nation’s inflation,” 

quipped Samuelson, “probably also thinks you can get to China with a pick 

and shovel.” Nevertheless, even Samuelson’s criticism put cards at center 

stage, where consumers could work out for themselves the relationship be-

tween credit and inflation.24

Carter’s policy elicited a searching examination of plastic capitalism. Con-

sumers embraced the president’s call for more judicious use of credit, voic-

ing support in the media and at the cash register. “Isn’t our present dilemma 

caused by the ‘now’ syndrome,” one writer asked in the Washington Post, 

“wanting things now instead of waiting until we can afford them?” Others 

forwarded new credit offers to the White House, suggesting that the card 

companies had given Carter “another kick in the pants.” Inflation adviser 

Alfred Kahn remembered these letters years later. “Some people sent me 

credit cards, wrote irate letters to the effect that Sears Roebuck was still solic-

iting credit card accounts.” Carter’s moralizing tapped deeper currents. The 

democratization and expansion of cards during the previous decade con-

trasted sharply with oft-espoused ideals of thrift and moderation. So did the 

increasing use of consumer debt to fund daily consumption. As the 1970s 

economic crisis undercut Americans’ ability to consume without resorting 

to credit, Carter’s credit crackdown offered consumers the opportunity to 

realign their financial practices with their values.25

Card issuers recognized that the links between credit, anticipatory 

buying, and inflation continued to threaten their legitimacy, and some pub-

licly supported the control policy. In a television ad set in front of the Capitol 

in Washington, D.C., Interbank president Russell Hogg urged consumers 

to use their Master Charge cards “only for necessities and emergencies.” 
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American Express voiced support for Carter’s policies while distancing their 

cards from demon credit. “The American Express Card . . . offers no revolv-

ing, open-end credit,” one ad noted. “You are expected to pay your bill in full 

every month. Since this helps you live within your means,” the ad continued, 

“you don’t get in over your head,” mirroring Carter’s call to “live within our 

means.” Perhaps Amex executives believed their customers identified with 

the president’s message. If so, they made a safe bet. In April 1980, the Amer-

ican Retail Federation commissioned a survey to gauge consumer attitudes 

about credit controls and inflation. Conducting more than 1,500 interviews, 

researchers found that 63 percent of respondents believed controls were nec-

essary. Almost as many intended to reduce credit purchasing in the months 

ahead. Other sources corroborated these findings. A New York Times/CBS 

News poll taken in April found that 58 percent of Americans claimed to be 

using cards less than they had during the previous year; only 5 percent 

claimed to be using them more.26

Faced with a potent mix of social momentum and policy ambiguity, con-

sumers rapidly retreated from credit purchasing, with dramatic economic 

consequences. In March and April, major national retailers saw double-digit 

declines in credit buying. Sears’s earnings fell by 60 percent from the previ-

ous year, and J. C. Penney’s earnings shrank 58.9 percent. Revolving credit, 

which had grown continuously over the previous decade, stalled then fell. 

Consumers pulled back from installment borrowing as well, so that total 

consumer debt decreased by $1.8 billion in April, marking the first signifi-

cant decline since the mid-1970s recession. The fall continued in May, to the 

tune of $2.6 billion. Overall, the U.S. economy experienced the largest post-

war decline in consumer debt in the second quarter of 1980, as consumers 

did what they could to rein in credit spending. Although economists initially 

dismissed controls as largely symbolic, some began to find that Americans 

were making a real effort to alter their buying habits. “It may have been sym-

bolic, but it was quite shocking,” said S. Lee Booth, senior vice president and 

economist for the National Consumer Finance Association, “It made a lot of 

people rethink their credit practices.”27

Carter’s advisers met consumers’ withdrawal from credit spending with a 

mix of pleasure and dread. Controls, they saw, were working. And they may 

have gone too far. Preparing for a May meeting of the economic team, Schul-

tze worried that “many consumers believe the use of credit cards is now illegal 
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or unpatriotic.” He asked if the administration ought to counter these notions. 

Carter had not wanted to face down high inflation during an election year—he 

certainly did not want a crumbling economy. The meeting did little to allay 

Schultze’s fear. A subsequent memo notified Carter that Volcker was looking 

into whether consumers were overreacting to the controls. As Volcker ex-

plained to the House Banking Committee two months later, “We, in fact, took 

the mildest action that we could conceive of, but there was clearly a physiolog-

ical message.”28

In retrospect, consumers were, if not overreacting, at least responding very 

strongly to controls. Their behavior partially stemmed from social concern 

over credit card proliferation. The White House and the Federal Reserve 

also failed to explain clearly how the government was administering controls 

and what they were meant to accomplish. Although Carter firmly asserted that 

Americans had lived beyond their means and that cards were a notable culprit, 

the public did not readily grasp the mechanics of the Fed’s non-interest-

bearing special deposits. Rather, they knew the president had instituted a con-

trol policy aimed at credit cards. As evidence of consumers’ retreat from card 

spending mounted, the administration decided to back off. They claimed a 

moral victory over inflationary psychology while continuing to urge Ameri-

cans to practice moderation. In May, Volcker amended the policy, reducing the 

special deposit from 15 percent to 7.5 percent. The Fed enabled lenders to offer 

credit more easily. Still, Carter did not encourage Americans to go shopping. 

“We must not,” he warned, “permit the ravages of recession to damage the 

progress that we’ve made.”29

“Out of Proportion to the Mere Goal of Credit Restraint”

Credit industry executives had predicted such ravages when consulted 

about the control policy in early March 1980. At that time, firms were already 

responding to Volcker’s revolutionary monetary policies and the escalating 

cost of money. As their costs ratcheted up, banks, retailers, and other lenders 

could not pass higher prices onto borrowers. State usury limits blocked the 

way. In early February 1980, more than a month before the CCA went into 

effect, members of the Federal Open Market Committee (FOMC) noticed 

lenders withdrawing from consumer credit markets. “More and more banks 

are cutting back on the availability of consumer credit and are increasing the 
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price and other factors,” its vice chairman Frederick H. Schultz told other 

board members. “We’re also seeing that with . . . retail establishments; Sears 

and Penneys and others have recently made those kinds of announcements.” 

Lenders pursued a variety of strategies to cope with the Fed’s tight money 

policy. Some simply lent less, allowing only the most creditworthy customers 

to borrow. For cards, however, reducing access was not always an option. 

Cardholders had prearranged lines of credit that could not be easily altered 

or revoked, especially if the issuer hoped to retain the customer in the future. 

Banks had recently invested heavily in building their card businesses; they 

would not now cut off customers and sacrifice hard-won market share. In a 

bid to eke out extra income without exceeding state usury ceilings, card issu-

ers restructured their finance charges. Some banks began charging Visa and 

Mastercard customers interest from the day they made purchases instead of 

allowing the customary thirty-day grace period. Others gave up and tried to 

offload their card portfolios entirely. On March 7, a week before credit con-

trols were implemented, FOMC member Thomas M. Timlen nonchalantly 

observed, “There is also a good deal of concern regarding losses on con-

sumer credit cards, but that’s news to no one.”30

When business leaders consulted with the Carter administration in the 

lead up to the CCA’s implementation, they expressed “Universal Opposition” 

to credit controls. They argued that “market forces are seen as working” to 

restrain consumer credit “and would handle the problem.” And they pointed 

out that “credit controls would shift the blame of denial of credit to the Pres-

ident when, because of market forces, credit institutions would have to deny 

credit anyway.” This last observation proved especially prescient.31

As the executives predicted, credit controls exacerbated the problems that 

began with Volcker’s policies. Many firms complied with controls in ways 

that complimented the administration’s objectives. Citibank and Chase 

Manhattan stopped issuing new Visa and Master Charge cards altogether, 

even refusing requests from current customers. Manufacturers Hanover 

and Bank of America promised to “more rigidly scrutinize new card appli-

cants” to limit credit extensions. Further, Bank of America, along with major 

retailers Sears and Montgomery Ward, raised the required minimum 

monthly payments on credit card accounts in order to get customers to repay 

their balances faster. Such changes in repayment policy, however, violated 

many state consumer protection laws, which barred lenders from abruptly 
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manipulating repayment terms. Concerned that variations in state law would 

cause enforcement to “vary 50 different ways,” the Fed used its authority 

under the Credit Control Act to override local statutes, allowing lenders to 

increase consumers’ monthly payments as they saw fit. The landscape of 

state usury legislation gave the CCA much of its potency, but the Fed was 

willing to dispense with other local protections when those laws conflicted 

with its objectives.32

Limiting credit access and accelerating repayment periods served the ad-

ministration’s credit control goals; many actions taken by banks and other 

lenders emphatically did not. For many banks, controls provided an opportu-

nity to rescue their card businesses from the Fed’s tight policy and their own 

credit-issuing excesses. Though bankers howled at federal intervention, 

many of the nation’s largest banks were at the same time losing millions on 

their credit card portfolios, suffering under the combined weight of tight 

monetary policy and restrictive usury ceilings. Carter thus gave bankers carte 

blanche to re-price their card plans and point to the president as the culprit: 

this is exactly what they did. Across the nation, banks added annual fees, 

retroactively raised interest rates, booted marginally profitable customers, 

and undertook a variety of other measures to make their cards profitable 

under the guise of federal interference. After examining the changes an-

nounced by eighty-nine bank card issuers, a House Banking Subcommittee 

found that “some creditors took actions that appear to be so drastic as to be out of 

proportion to the mere goal of credit restraint.”33

Bankers’ imposition of annual fees illustrates the point. According to the 

subcommittee’s findings, more than half of banks examined began charging 

an annual fee, $14 a year on average. Banks had long coveted annual fees as 

a way to profit from “convenience users,” those who paid their card balances 

each month without paying interest. Rigorous competition, however, kept 

banks from instituting fees for fear that customers would walk to the mail-

box and find a better offer. When Marquette National Bank imposed an an-

nual fee on its Minnesota customers, the First National Bank of Omaha 

quickly offered a higher interest, no fee, alternative. When Citibank insti-

tuted a monthly service charge for convenience users in 1976, cardholders 

threw their cards in tellers’ faces. Fees, once impossible, rapidly became 

standard. Carter took the blame. “The annual fees and higher interest rates 

brought on by President Carter’s credit-tightening moves of three months 
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ago may be here to stay,” the Christian Science Monitor reported in June 1980. 

The Union National Bank of Wichita, Kansas, explained its new annual fee 

by informing customers, “Now UNB and other banks are forced, through 

changes in regulations, to also charge for this service.” The Credit Control 

Act, spurred by the mass-solicitation strategies bankers employed to get their 

cards into consumer hands, also bailed these banks out, allowing them to 

restructure credit card pricing. By 1981, annual fees became the industry 

standard, helping to transform bank cards into permanent profit centers.34

“Is It Easier for You to Go Shopping?”

Carter had asked the nation to examine its dependence on plastic money, 

but he would soon lose the 1980 presidential election and his bully pulpit. 

Consumers, convinced by Carter’s message if unsure of the CCA’s imple-

mentation, cut credit spending just as banks and retailers curtailed con-

sumer lending. Consumer debt fell faster than it ever had in the postwar 

period. The economy, dependent on consumer borrowing, contracted 

sharply. From April to June, the nation’s gross national product plummeted 

at an 8 percent annualized rate. Unemployment, which stood at 6.3 percent 

when controls were implemented, jumped to 7.8 percent by July, falling only 

to 7.5 percent by November. The economic news was not all bad; overall in-

terest rates declined, with the prime rate falling from 19.5 percent in April to 

11 percent in July. Inflation also fell precipitously. Though Carter later blamed 

Volcker’s tight monetary policy for the election year downturn, credit con-

trols prompted consumers to put the brakes on spending and push the econ-

omy into recession.35

Carter, true to form, couched the dour economic news in terms of shared 

sacrifice. His opponent, Ronald Reagan, offered a different vision of the 

country’s future. The former actor and California governor crafted his cam-

paign in opposition to Carter’s “Crisis of Confidence” speech and the moral-

izing tone of the incumbent’s presidency. Reagan spoke enthusiastically 

about American greatness—not that which had passed but that which had 

yet to come. In accepting the Republican nomination, Reagan told his audi-

ence, “The American people . . . who created the highest standard of living, 

are not going to accept the notion that we can only make a better world for 

others by moving backwards ourselves.” He further enjoined Americans, 
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“We do not have inflation because, as Mr. Carter says, we have lived too well.” 

Americans had not lived beyond their means; their means, like those of their 

nation, were infinite.36

Carter fought tenaciously. On October 28 just seven days before the elec-

tion, he led Reagan in the most recent Gallup poll. That night, the candidates 

squared off in their only televised debate, an event that showcased the candi-

dates’ contrasting visions. When asked about inflation, Carter responded, 

“We have demanded that the American people sacrifice, and they’ve done 

very well,” expounding on successful efforts of conservation and responsible 

spending. Reagan countered, charging that Carter “has blamed the people 

for inflation . . . he has then accused the people of living too well and that we 

must share in scarcity, we must sacrifice and get used to doing with less.” 

Reagan then repeated the line from his nomination speech: “We don’t have 

inflation because the people are living too well,” instead, “We have inflation 

because the Government is living too well.” Reagan drove the message 

home most forcefully in his closing statement, when he asked memorably: 

“Are you better off than you were four years ago? Is it easier for you to go 

buy things in the stores than it was four years ago?” The first line is often 

quoted. The second connects national well-being directly to purchasing and 

consumption—convenient consumerism facilitated by convenient credit. 

These questions emphasized a new vision of society’s goals and signaled the 

death knell of Carter’s presidency.37

Reagan nailed Carter to a cross of plastic. The sharp economic decline that 

had followed the credit control policy placed Carter’s presidency in an unten-

able position. Though Volcker was cooling the economy before the CCA went 

into effect, and would have continued to do so had controls not been em-

ployed, publicly the White House, not the Federal Reserve, plunged the econ-

omy into freefall with its March 14 action. Though voters may not have 

entered the booth with the Credit Control Act top of mind, the CCA’s effect 

on unemployment and the broader economy made it a central factor in vot-

ers’ dissatisfaction with Carter’s economic performance. Although the Ira-

nian hostage crisis, the Panama Canal Treaty, and the rise of cultural 

conservatism all influenced the outcome of the election, a New York Times/

CBS News poll of more than 10,000 voters found that “the biggest issue in 

their minds was the nation’s economy.” In presidential elections, the econ-

omy has consistently been the most important factor affecting voter response. 
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By confronting the nation’s credit dependence, Carter played into Reagan’s 

hands. “Is it easier for you to go buy things in the stores than it was four years 

ago?” For the millions of credit-wielding consumers who responded in the 

negative, the cause may not have been clear, but the answer certainly was. 

Reagan’s rhetoric made the experience of credit concrete. He went on to win 

a landslide victory, claiming 489 electoral votes to Carter’s 49, a result that 

transformed national politics and federal economic policymaking.38

Reagan’s administration heartily embraced the free market as a panacea 

for the nation’s economic and psychic woes. In doing so, Reagan rejected the 

notion of limits. He offered citizens a vision of America that would satisfy all 

their desires. “Morning in America,” though, proved expensive, often paid 

for through increased reliance on consumer credit. As a card industry news-

letter rejoiced in April of 1981, “Consumers have rebounded from the gov-

ernment’s curb on credit spending imposed one year ago this month and 

now they’re using credit cards at a faster clip than ever.” After growing a 

mere 2.6 percent during 1980, outstanding credit card balances expanded at 

a moderate pace during the 1981–82 recession, 10.8 and 8.9 percent a year 

respectively. With recovery in full swing and card solicitations on the rise, 

outstanding balances jumped 19.1 percent in 1983, then a full 27 percent in 

1984. For card firms, Morning in America was bright indeed.39

In the years that followed, Carter’s economic team deflected responsibility 

for the control policy and the economic decline it unleashed. “The whole 

thing,” Charles Schultze recalled to one interviewer, “was literally a comedy of 

errors.” Only inflation adviser Alfred Kahn admitted supporting controls, 

though he recognized that they “really helped plunge us into recession.” “No-

body,” he continued, “contemplated that the response would be so enormous.” 

In one sense, the reaction was unexpected because the pressures underlying 

it were deep and slow-building. American consumers had long been unset-

tled by their ever-greater reliance on credit to access material prosperity. In the 

early postwar years, this credit remained largely local, embedded in interper-

sonal relationships. Consumers drew on credit at a time of economic expan-

sion and wage growth. Their debts increased in line with their incomes. Credit 

was a manageable, knowable risk. Still they distrusted it. In the 1960s and 

1970s, credit became increasingly impersonal—a card mailed from a far-away 

bank. It seemed to become more expensive, as inflation drove lenders to seek 
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the highest allowable interest rates. It became more binding, as firms spread 

debt repayment over longer periods. Instead of using credit in the warm sum-

mer of prosperity, consumers depended on credit to maintain their slipping 

purchasing power. Inflation ate away their incomes. Surveys show they 

loathed it. Their collective goal was to “not be in debt.” Carter’s control policy 

gave consumers a chance to align their practices with their ideals. They mailed 

cards to the White House by the dozen.40

Consumers, of course, were only one part of the story. Controls gave bank-

ers a chance to extricate themselves from the consequences of years of fran-

tic card competition. Since the late 1960s, bankers had been torn between a 

hopeful quest for card-driven profits, built on visions of a future where cards 

were at the center of consumer finance, and a fearful defense of their exist-

ing markets, where cards were a necessary evil. Both impulses dictated re-

lentless marketing, especially once Citibank expanded the geographic range 

of card competition. The frenzied promotions of the late 1970s exposed 

bankers to new challenges, the most pressing of which was interest rate risk. 

In their zeal for promotion, many banks had shifted from funding card re-

ceivables with price-controlled consumer deposits to relying on variable and 

expensive market-rate liabilities. Because consumer and labor groups had 

succeeded in extending state usury laws to cover card plans in the late 1960s 

and early 1970s, bankers faced rigid price ceilings with no cost floor. Volck-

er’s tight money policies, and then Carter’s credit controls, put firms, like 

Citibank, with large card portfolios in a sudden and vicious bind. Yet, while 

banks’ aggressive card marketing had made cards conspicuous political tar-

gets, credit controls provided bankers political cover to forge paths to stable 

profitability. Annual fees, for instance, allowed banks to profit from conve-

nience users who dutifully paid their balances on time. But it would take 

more dramatic moves to circumvent state regulation altogether.

As contests over consumer credit moved back to the states, where local 

lawmakers would reassess their states’ usury laws and debate banks’ new 

annual fees, concern for managing the flow of credit evaporated within the 

executive branch. Administration officials fully committed to ceding credit 

allocation to financial markets. Over the next generation, as wages—the 

prime driver of postwar purchasing power—continued to stagnate for most 

Americans, credit cards and other forms of consumer borrowing provided 

necessary fuel for America’s consumption engine, filling the gap between 
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the promise of American prosperity and its realization. The veneer of mate-

rial prosperity made Reagan’s soaring rhetoric believable, and his successors 

in the White House made ensuring wide credit access their paramount goal. 

For a brief time, Jimmy Carter tried to chart a different, more conservative 

path, suggesting that Americans ought to try and live within their means. 

Americans, experiencing the economy’s shift toward finance firsthand, 

agreed. But by then it was already too late.41
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Laboratories of Financialization

When they devised the administration’s credit control policy in early 1980, 

members of Jimmy Carter’s economic team relied on state usury laws to 

force banks and other card issuers to internalize the costs of federal controls, 

rather than passing them on to consumers. Many banks circumvented cost 

internalization by imposing new, unregulated annual fees, but still, usury 

laws gave controls their bite. Too much for Carter, as it turned out. In the 

wake of controls, consumer advocates again turned to state legislatures to 

roll back banks’ annual fees and reimpose the low-cost, convenient credit 

regime they had secured through state regulation. They had every reason to 

expect success.1

Yet at the same moment that Carter’s team was building a control pro-

gram on a state regulatory foundation, Citibank, whose massive solicitation 

campaign had brought cards into the political spotlight, was planning to 

make state usury regulations irrelevant. In March 1980, Citi announced that 

it would relocate its card operation from New York to South Dakota, a state 

with no applicable usury laws. From there, aided by the Supreme Court’s 

1978 Marquette decision, Citi could export South Dakota’s rates to cardhold-

ers across the country. Citibank had already leapt over the geographic restric-

tions on interstate banking by mailing cards nationally in the late 1970s; now 

it gained new leverage to rewrite the terms of the place-based social contract. 

Before 1980, bankers were one constituency among many negotiating over 
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how ideals of economic fairness and imperatives of profitability would be 

reflected in state-regulated credit markets. After Citibank showed state poli-

cymakers and its banking peers that bank capital could move, state debates 

shifted to focus on local jobs and tax revenue, realigning the political calcu-

lous and putting bankers in the driver’s seat. A state-driven deregulation of 

the credit card industry followed, clearing the way for banks to recast cards, 

from instruments of convenient credit to tools of long-term debt.

The state-level deregulation of credit card interest rates transformed the 

structural incentives of consumer credit markets by shifting interest rate risk 

from financial institutions onto consumer households. With rate caps in 

place, banks bore the costs when market interest rates rose, and as a result 

they rationed credit, granting access to borrowers—white, male, affluent, 

straight—deemed most creditworthy. In the 1960s, bankers and their politi-

cal allies had argued that eliminating rate caps would expand the boundaries 

of financial citizenship by making credit more widely available. Mobilized 

consumers rejected these arguments. They preferred low-cost, safe credit. In 

concert with state-level allies, they shaped market rules to deliver on these 

preferences. By the late 1970s, however, deregulatory arguments had gained 

traction. Across the political landscape, business lobbying groups under-

mined and delegitimized the consumer movement and the New Deal regula-

tory project. More narrowly, William Proxmire and other congressional 

leaders, who pursued equal credit opportunity in the name of expanding 

credit citizenship, gradually embraced financial deregulation as a means of 

spreading the benefits of financial participation to previously marginalized 

and excluded groups. Yet the scope of congressional deregulation in the early 

1980s remained limited, amounting to a recognition that banks and other 

financial firms had already undermined federal deposit controls by innovat-

ing around them. States retained the power to impose credit price ceilings, 

and the broader structures of financial federalism and industry silos 

largely remained in place. State rules continued to decisively shape con-

sumer credit markets, and it was state-level deregulation that decisively 

transformed them. Banks in states without price ceilings massively expanded 

national credit card markets by charging higher prices and lending to more 

and riskier borrowers. Gresham’s law of plastic, where expensive, heavily 

marketed credit pushed out lower cost, more highly regulated alternatives, 

prevailed.2
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South Dakota: Reimagining Regulatory Space

In early 1980, Citibank was in an untenable position. Over the previous 

two and a half years, the bank had built a nationwide portfolio of Visa card 

accounts, more than four million in all. CEO Walter Wriston and protégé 

John Reed had staked the bank’s future on the U.S. consumer market, with 

cards—banks in miniature—as the centerpiece of their plans. Yet despite the 

wide geographic reach of Citi’s cards, under financial federalism, the bank’s 

millions of accounts remained regulated in New York, a state firmly commit-

ted to controlling the price of consumer credit. New York’s limits on revolv-

ing credit prices were low by national standards. The state allowed Citi and 

its peer institutions to charge 18 percent on the first $500 of revolving credit 

outstanding and 12 percent on any amount above that. State court rulings, 

meanwhile, barred Citi from charging monthly or annual fees. If consumers 

paid their bills on time, they enjoyed the convenience of credit without the 

expense. Usury limits also shielded consumers from fluctuations in the 

market price of credit. The cost banks paid for loanable funds could rise or 

fall with market interest rates, but the price they could charge consumers 

remained fixed. Put another way: state usury limits forced banks to internal-

ize the risk of rising market interest rates, and this interest rate risk disin-

centivized banks from extending too much credit through card plans. As 

market interest rates climbed in the 1970s and spiked after Paul Volcker 

began the Fed’s monetarist experiment in October 1979, interest rate risk 

became an outright danger.

Citibank and its competitors could not have predicted this outcome when 

they began competing aggressively for new card accounts in the late 1970s. 

Bankers had significantly improved back-office efficiency, and in the 1970s 

operating costs declined by 40 percent. Bankers still struggled to squeeze 

profits from card plans, but doing so was increasingly possible. State usury 

laws limited the amount of interest most banks could charge to around 18 

percent, but the total income from credit purchases, which also included 

fees paid by merchants accepting banks’ cards, exceeded most banks’ ex-

penses and costs of funds. In 1979, Visa reported that the average income for 

bank cards had equaled 19 percent of outstanding balances in June 1978. 

Subtracted from this were processing costs, at 7.7 percent, and fraud and 

credit losses, at 1.7 percent. With a cost of funds averaging 7 percent, banks 
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cleared a net income of 2.6 percent on their outstanding card balances. But 

by 1979, those profits were under pressure. Fraud and credit losses increased 

because of wide and sometimes unwise card distribution. The real worry, 

however, came from interest rate risk as the cost of funds rose ever higher. 

In the third quarter of 1977, when Citi began its nationwide Visa campaign, 

its internal cost of funds stood at 6.21 percent, a rate that compares favorably 

with industry figures. A year later that number stood at 9 percent and the 

bank’s internal forecasts estimated that it would rise to over 10 percent by 

the third quarter of 1979. At this rate, and taking into consideration the high 

cost of administering card accounts, the bank was losing money on every 

credit card transaction it financed.3

Fig. 7: Annualized return on outstanding bank credit card balances, based on Visa 
System quarterly member reports. The graph shows the steady decline in operating 
expenses during the 1970s and the decisive importance of cost of funds in determining 
card plan profits—or losses. The first six months of 1980 were Visa’s forecast.

Source: Visa USA Inc., “Credit Controls and Bank Credit Cards: Analysis and Proposals,” 794.01 
(L) Voluntary Credit Restraint March 1980, Federal Reserve Bank of New York Archives.
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Citibank was in dire straits. It had invested enormous financial resources 

to build a nationwide card-based bank; its executives had publicly marked 

out the consumer market as the key to Citi’s growth: the firm’s reputation 

was at stake. There was too much on the line to back out. In early 1980, Citi 

executives began looking for a political solution, reaching out to New York’s 

governor and legislators to see if a repeal of the usury limit was politically 

possible. But Citi’s executives knew their political environment and knew 

they lacked leverage to overturn the state’s strong commitment to consumer 

protection. The usury limit, noted one Citibank executive “is a popular issue 

that even conservatives find themselves [siding with consumers],” adding, 

“people see it as [akin to] motherhood and so on.” Thus, even as they tested 

the political waters, Citi executives explored other means of circumventing 

regulatory constraints, favoring a strategy that would give them both local 

leverage and a clear way out of New York. Citibank’s lawyers had puzzled out 

a way forward. They had the Marquette decision.4

The 1978 Marquette decision turned on the meaning of the word “located” 

as written in the National Bank Act (1864), specifically, any national bank 

“may . . . charge on any loan . . . interest at the rate allowed by the laws of the 

State . . . where the bank is located.” That word meant one thing to the parties 

in the case, the First National Bank of Omaha and Marquette National Bank 

of Minneapolis, which were located in fixed places. It meant something else 

to Citibank executives, whose global experience taught them that the “loca-

tion” of a bank’s operations depended on the legal fictions of a bank charter, 

not the physical infrastructure of a bank building. With Marquette, Citi ex-

ecutives saw an opportunity to save the card business and perhaps the bank 

itself by relocating its card operation to a high-usury state. From there, Citi 

could project higher interest rates back into New York and to its credit card 

customers across the country. The bank would substitute a spatial solution 

for a political one, escaping the challenges of local regulation by simply mov-

ing to a more favorable location.5

Such a move was legally possible under conditions set out in the Bank 

Holding Company Act of 1956, but only if another state explicitly invited the 

bank in. In early 1980 Citibank’s lawyers set to narrowing a list, first to states 

with usury ceilings at 22 percent or higher, then to states with legislatures 

still in session, and finally to states other than California (it was inconceiv-

able that Bank of America’s home state would welcome Citi). The final list 
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was short: Missouri and South Dakota. With a large labor pool and an estab-

lished communications infrastructure, Missouri seemed the obvious choice. 

The 2,000 jobs Citi promised guaranteed the bank a thoughtful hearing 

from the state’s governor and legislators. The local banking community was 

not as welcoming. St. Louis bankers were still irate that Citi had blanketed 

“their market” with Visa solicitations; they blocked the move.6

That left South Dakota, a state not generally known as a center of banking 

and finance. In fact, when Citi executives began phoning the governor’s of-

fice, the state was in dire financial straits. South Dakota had long suffered 

from the decline of family farming in the face of globalized agribusiness. For 

seven years running, its nonagricultural workers were the lowest paid in the 

nation, contributing to an out-migration of young South Dakotans seeking 

better opportunities. The money policies under Volcker’s Fed wrought fur-

ther havoc for South Dakota’s local banks. With their cost of money rising as 

Volcker wrung inflation out of the economy, South Dakota bankers were 

bumping up against the state’s already high usury limit in their efforts to 

make local loans, squeezing out small borrowers and virtually halting local 

economic activity. Looking back, then governor Bill Janklow recalled, “The 

economy was, at that time, dead.”7

Before Citibank arrived, South Dakota bankers were working on their own 

solution to the problems imposed by interest rate limits. If the state lifted the 

regulatory constraints on lending, these men believed, they could resurrect 

the local economy. At their annual policy meeting in November 1979, the 

South Dakota Bankers Association considered recommending a 2 percent 

increase in the state’s usury limit to keep pace with the rising cost of money 

emanating from the Fed. To the surprise of those attending, Thomas Rear-

don of the Western Bank of Sioux Falls proposed a more dramatic move—

that the state exempt all regulated lenders from the state’s usury limit, a 

proposal that would allow South Dakota banks to charge any interest the 

market would bear. Following a “short and compelling argument” from 

Reardon and a quick second from his brother-in-law, the CEO of Pierre Na-

tional Bank, the motion carried. Although some bankers were stunned, the 

association rallied support from the governor and the legislature, and South 

Dakota’s anti-usury bill passed by a wide margin in January 1980.8

This action, of which Citibank had no knowledge, clearly demonstrated 

the power of South Dakota’s local banking community, authority rooted in 
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financial federalism and bankers’ role in the place-based social contract. 

When Citi approached Janklow in February 1980 about relocating to South 

Dakota, the first place Janklow turned was the South Dakota Bankers Asso-

ciation. The bankers were deeply concerned about competing against Ci-

tibank. They were also encouraged by the possibility of local jobs and the 

banking services Citi could provide them. Though Citibank initially prom-

ised only a few hundred positions—holding out hope that New York would 

raise its rate caps to stave off the bank’s threatened move—the potential eco-

nomic impact of Citi’s entire card division was estimated at between $63 and 

$68 million. “Citibank’s credit card operations are exactly the type of busi-

ness that will not only maintain but enhance the quality of life we all enjoy 

in South Dakota,” Janklow told state lawmakers as they considered Citibank’s 

offer the following month. “They won’t pollute our air or water. They won’t 

place large strains on our highway system. . . . They won’t exert any addi-

tional pressures on state or community services.” Furthermore, Janklow was 

convinced, economic growth need not come from Citibank alone; with Mar-

quette and a new appreciation for federal banking law provided by Citi’s ex-

ecutives, the governor saw the potential to bring an entirely new industry to 

his state.9

Still, to approve the deal South Dakota’s bankers wanted protection, and 

Janklow, the state legislature, and Citibank’s lawyers gave it to them. Accord-

ing to the bill drafted by Citi’s attorneys, card-issuing banks, like Citi, hoping 

to relocate to South Dakota would need to seek the approval of the state’s 

banking commission, a board controlled by local bank executives. The “Ci-

tibank bill” further limited out-of-state banks to one location and read, “Such 

single banking office shall be operated in a manner and at a location which 

is not likely to attract customers from the general public in the state to the 

substantial detriment of existing banks in the state.” In practice, this meant 

that Citi’s “bank” was a nondescript office building in an industrial park by 

the airport, not a cheerful storefront downtown. Citibank’s South Dakota 

subsidiary could thus focus exclusively on card operations. Citi’s lawyers de-

signed the law’s competition provisions, in part, to appeal to the bank’s fed-

eral regulators, who worried about the competitive effects of full-service 

Citibank branches on the local banking market. The offer proved compel-

ling. On March 12, 1980, the Citibank bill cleared both houses of the state’s 

legislature by a combined vote of 97 to 3. State officials wasted little time 
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trying to bring other banks to the prairie: by the end of March, South Dako-

ta’s director of banking and finance was calling on bankers in New York, 

Pennsylvania, and Illinois, eager to explain the new opportunities available 

in South Dakota.10

New York: Holding on for Dear Life

As they negotiated with Missouri and South Dakota officials, Citibank ex-

ecutives did not forsake New York. In February 1980, the bank’s top officers 

sought a deal that could restore the card business’s profitability and keep it 

in the state. But brash actions by the bank had cooled the political climate. 

First, in an effort to stem the bank’s immediate losses, Citi exercised a loop-

hole in national banking law that allowed it to charge one percentage point 

higher than the Federal Reserve’s discount rate, which the Fed had raised to 

13 percent. Citibank now charged cardholders 14 percent on balances over 

$500, instead of the state mandated 12. In making the change Citibank had 

snubbed local authority, alienating potential allies. Other New York banks, 

likewise suffering tremendous strain, continued to abide by state rate rules. 

The day after Citi raised its rates, Wriston appealed personally to Governor 

Hugh L. Carey, advising Carey that Citibank might move its card operation 

out of New York if the legislature did not raise the state’s usury limit. On the 

same day, other Citi executives launched a coordinated media campaign, ad-

vertising the bank’s negotiations with other states and describing the likely 

loss of local jobs and credit access that would result if the legislature failed to 

act. But the politicians were not yet ready to bend to the bank’s threats. The 

governor’s office was eager to explore options other than raising or removing 

the state’s usury laws. The speaker of the State Assembly, Stanley Fink, was 

“very pessimistic” about the possibility of raising rates.11

Citibank was playing hardball, but it was not the only bank seeking to 

change New York’s interest rate laws. As market rates continued to rise in 

early 1980, New York’s financial community lined up for interest rate relief. 

The New York Bankers Association lobbied Carey for increases in credit card 

and other lending rates. Meanwhile, as Citi became more adamant about 

relocating, community stakeholders worried about the broader economic 

consequences of losing Citi’s card operation. On Long Island, where some 

New York City banks had located their card operations (fittingly, in retrofitted 
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shopping centers), business leaders and the local press were especially con-

cerned. “As a businessman,” one landlord concluded, “it appears asinine to 

me that New York State is willing to suffer so great an economic loss.” Finally 

convinced of the issue’s urgency, Carey asked state banking superintendent 

Muriel Siebert to develop legislative plans for addressing New York’s usury 

problem. In June, Carey submitted legislation, prepared by the banking de-

partment in consultation with bankers and consumer groups, that would 

raise rate ceilings on mortgages and card accounts. Carey pushed hard for 

the legislation, and it cleared the Republican-led state senate. Legislators in 

the Democratic assembly, however, refused to raise rates. The banking bill, 

Fink argued, was “everything good for the banks and nothing good for the 

consumer.” The assembly refused to vote on the measure.12

Assembly members were committed to protecting consumers from high 

credit prices. They also continued to operate under the expectation, ingrained 

by the financial system’s geographic regulations, that banks did not move. 

Wriston knew better. Soon after the legislation failed, Wriston wrote Carey, 

expressing gratitude for his administration’s work on the bill and urging 

Carey to continue to help “the Legislature recognize the disparity between 

the banking and regulatory laws of this State and our sister states.” Wriston 

and Carey both knew the bill’s failure would send New York banks down the 

path forged by Citi. Some had visited South Dakota in April and May. Others 

were testing the waters in nearby Delaware and Connecticut. “Many of 

the major banks are presently looking to other states,” Wriston warned, “to 

obtain the relief we desperately need.” Indeed, many states saw in New 

York’s banks the economic development they desperately needed. In July, 

Siebert publicized a letter written by the mayor of Wilmington, Delaware, 

urging New York’s banks to consider Wilmington as a possible home for 

their consumer credit operations. Siebert accused rival states of circling New 

York’s banks “like vultures.”13

Throughout the summer, the New York press speculated about bank 

moves, while lawmakers fretted. Several wrote Carey, urging him to call a 

special legislative session to change the usury law. They worried about poten-

tial damage to New York’s economy, pointing to Citibank’s relocation spe-

cifically and predicting dire consequences if the law was not changed. “The 

specter of further joblessness stares us in the face,” a Republican state sena-

tor wrote. To forestall these losses, Carey called the legislature into special 
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session in November 1980. When New York lawmakers finally returned to 

Albany, Carey proposed more dramatic measures, asking legislators to re-

move interest rate ceilings on consumer loans entirely, “letting the free mar-

ket set the rate according to the laws of supply and demand.” With so many 

local jobs at risk, the legislature largely accepted the governor’s proposals.14

Consumers were outraged as bankers, sensing their leverage, pried in fur-

ther. “You have been instrumental in screwing the citizens of New York,” 

wrote one irate consumer. “Successful blackmail begets further attempts,” 

wrote another. Bankers reinforced this message through thinly veiled threats. 

Edward W. Duffy, chairman of Marine Midland Bank, thanked the governor 

for his leadership reminding Carey of the “very adverse” consequences of 

not securing the bank-friendly legislation. “Marine Midland has its roots in 

New York State and we intend to continue to headquarter as many of our 

operations within the State as possible,” Duffy assured. Richard LaBlond, vice 

president of Chemical Bank, likewise told the governor, “New York banking 

law should be competitive with other jurisdictions and we are anxious to 

continue to maintain operations here as long as we can operate competitively.” 

LaBlond’s Chemical Bank colleagues had toured Sioux Falls earlier in the 

year. And although it was on its way out, New York’s usury repeal likely ben-

efited Citibank more than any other firm. The new law allowed Citi to raise 

rates while federal regulators evaluated its relocation application, saving the 

bank $100 million in Wriston’s estimation.15

Delaware: “The Luxembourg of the United States”

Citibank was not the only large New York bank upside down on its card 

business in early 1980. In the months after Citi announced its plans to relo-

cate its card program to Sioux Falls, executives from several New York banks 

visited the state; they also cast about closer to home. Chase Manhattan looked 

south seeking a new home for its 2.4 million Visa accounts. Recognizing 

that they would need support from local bankers to secure a relocation deal, 

Chase executives reached out to Delaware’s banking community in spring 

1980. Delaware had a long history of favorable chartering policies and a 

business-friendly corporate law environment (40 percent of NYSE listed 

companies held Delaware charters in 1981). Like South Dakota’s, the state’s 

economy had suffered under the shifting fortunes of postwar capitalism. 
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Whereas South Dakota depended on agriculture, Delaware relied on the 

chemical and auto industries. The state’s leaders stared down the barrel of 

deindustrialization. In Delaware, the relocation movement reached its apo-

gee, and consumer groups at last mounted a credible, if brief, resistance.16

Delaware’s negotiations with Chase took more work and proceeded more 

slowly than Citi’s shotgun wedding with South Dakota. Delaware’s banking 

community was lukewarm to Chase’s initial overtures: its bankers, like their 

counterparts in other states, worried about inviting the nation’s third-largest 

bank into their small market. Still, executives at the Bank of Delaware, some 

of whom had previously worked at Chase, saw the potential impact and pur-

sued a deal. Through the spring, they worked to keep Chase interested, to 

enlist the support of local business elites, and to finally bring the banking 

and political community on board. They found allies in local business lead-

ers, especially DuPont CEO Irving I. Shapiro. Though not noted at the time, 

Shapiro was a member of Citicorp’s board of directors. He likely understood 

what Delaware stood to gain by luring in the bank card industry. Business 

leaders eventually convinced Delaware’s bankers to consider the proposal. 

As in South Dakota, Delaware’s tight-knit community of business and finan-

cial elites gave Chase executives a streamlined path to the halls of local power. 

The quiet campaign culminated at a June 11, 1980, meeting at the Wilming-

ton Club, where Delaware’s business and banking leaders gave their bless-

ing. Governor Pierre S. “Pete” du Pont agreed to pursue the matter. By July 

1980, the mayor of Wilmington felt negotiations had moved far enough to 

write the letters to New York’s banks that so enraged Muriel Siebert.17

Delaware’s Intergovernmental Task Force became the locus of negotia-

tions and of an expanding vision of financial deregulation as state develop-

ment strategy. Working through the summer to court New York’s banks, task 

force members fielded mundane but critical questions about the local labor 

market and telecommunications capabilities. They also listened to New 

York’s bankers. The Bank Holding Company Act, they discovered, opened 

opportunities beyond cards and rates exportation. At meetings with Morgan 

Guaranty Trust Company, a wholesale bank that served corporations, govern-

ments, and other large clients, Delaware’s developers learned that New York 

banks chafed under the state’s high taxes. Because banks were theoretically 

immobile, they were easy to tax. New York State taxed bank profits at 25.8 

percent. As state officials crafted a law to invite banks into the state, they 
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broadened it to include tax breaks, quietly developing their plans in the fall 

and winter of 1980 as the du Pont administration waited for the next legisla-

tive session to begin.18

To drive deregulatory growth, the task force crafted the Financial Center 

Development Act (FCDA), a bill designed to pull banks into Delaware. First, 

the bill plagiarized South Dakota’s provisions inviting holding companies 

into the state while restricting their subsidiaries’ ability to compete with local 

banks. The bill also abolished all usury restrictions on consumer loans and 

specifically allowed firms to charge annual fees on credit card accounts. In 

addition to the usury provisions, Delaware sweetened the pot by including a 

regressive bank franchise tax, meant to appeal not only to card-issuing banks 

but to all banking firms that used the state as an offshore haven. Delaware 

banks paid only 8.7 percent of all profits to the state, much less than New 

York’s 25.8 percent. The bill maintained the 8.7 percent tax rate up to the first 

$20 million in profits, then lowered the rate to 2.7 percent on all subsequent 

profits. At the time, the state’s largest bank had profits of only $13 million a 

year. Chase and Morgan Guaranty would likely generate much more. The law 

did require relocating financial institutions to employ at least 100 people in 

Delaware within a year, making the quid pro quo as clear as day.19

Governor du Pont and his allies feared that the controversial provisions 

would meet resistance in the state legislature; they also feared that if Dela-

ware did not act quickly, other states might seize the deregulatory momen-

tum. In January 1981, when du Pont placed the Financial Center Development 

Act before the legislature, he already had commitments from Chase and 

Morgan Guaranty that they would establish Delaware subsidiaries. These 

commitments were contingent, du Pont explained, on lawmakers acting 

quickly; the deal expired on February 4, 1981. If the bill succeeded, du Pont 

declared, Delaware would become “the Luxembourg of the United States.” 

Legislators and local media received the proposal with cautious optimism. 

The Delaware House took up the bill first and quickly passed it with little 

opposition. Local media remained skeptical but supportive. “The most re-

peated argument for the bills,” a local columnist wrote, “was that some state 

eventually would pass laws making it a mecca for the banking industry, and 

it might as well be Delaware.”20

When the bill went to the state senate, it met more strident consumer 

opposition led by the Consumer Federation of America (CFA). National 
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consumer groups had been caught off guard by Citibank’s negotiations with 

South Dakota. Over the previous year they had resisted and rolled back the 

rate increases and annual fees induced by Volcker’s monetary policies and 

the Credit Control Act. They were now prepared to challenge the new trend 

of interest rate exports. “The bill may be good for Delaware in attracting 

more business,” James Boyle, CFA director of government relations ex-

plained to Delaware senators during a special hearing, “but you will be act-

ing to supersede the laws of many other states.” Opposition legislators 

introduced eighteen hostile amendments aimed at including more con-

sumer protections and forcing the bill back to the House, “where opposition 

ha[d] reportedly grown since overwhelming passage” two weeks prior. After 

seven hours of debate, the lure of jobs and the banks’ looming deadline won 

the senate over. “If Delaware doesn’t do it,” the Wilmington Evening Journal’s 

political correspondent wrote, “the carpetbankers from New York will find 

another pushover state legislature somewhere else.”21

With the guidance from New York’s bankers, Delaware followed South 

Dakota down a path that promised to import jobs and tax revenues, and ex-

port high interest rates and tax savings. Echoing remarks by South Dakota’s 

William Janklow, du Pont explained to Delaware’s lawmakers, “These are 

non-polluting jobs that pay well.” The press recognized that these would also 

be white-collar jobs intended for white workers, reflecting the continued ra-

cial tension and inequality in Delaware’s economy. On the same day the 

Delaware Senate passed the FCDA, its House rejected a bill honoring Martin 

Luther King Jr. with a state holiday. Still, Delaware’s investment paid quick 

dividends. In Maryland, at the same moment Delaware lawmakers debated 

the Financial Center Development Act, Maryland lawmakers banned the 

new annual fees card-issuing banks had instituted since Carter’s implemen-

tation of the Credit Control Act. The First National Bank of Maryland, deter-

mined to keep the fees which had finally made its card plan profitable, 

announced they were simply moving to Delaware. The symbolism of Dela-

ware’s new economy was soon imprinted in the built environment: the First 

National Bank toured a recently abandoned National Cash Register plant in 

Millsboro, a building that would ultimately serve as the home of First Omni 

Bank’s card program. Bankers repurposed the infrastructure of the indus-

trial economy for the new age of financialization.22
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Relocation and Financial Structure

For South Dakota and Delaware policymakers, bringing card-issuing 

banks into their states was initially about generating jobs and tax revenues, 

not reshaping the nation’s financial regulatory structure. Their intentions, 

though, were irrelevant. States had exercised an important restraining 

influence under the New Deal regulatory order. Local usury laws in particu-

lar, by shifting interest rate risk to card-issuing banks, acted as a structural 

check on consumer debt accumulation. Interest rate risk compelled banks to 

keep repayment periods short and consumer credit limits low. Credit cards 

provided convenience, not indebtedness; usury limits enforced this bargain. 

Now, state interest rates and credit laws played a new role in the consumer 

credit system, enabling banks to shape credit policy in small places like 

South Dakota and Delaware and then export those policies to their cardhold-

ers across the country. The system still functioned, yet the flow of power had 

reversed. There is little evidence that the lawmakers in Delaware or South 

Dakota thought very much about the national financial system when they 

invited banks to enjoy deregulated interest rates in their states. Neither state 

had significant bank card industries before 1980. Consumer and labor 

groups, which had secured interest rate caps on revolving credit and other 

protections, better understood what local deregulation might mean for na-

tional consumer credit markets. State regulators with more card experience, 

even those friendly to banks, worried that the system was breaking down. “If 

our states keep passing laws to steal banking jobs from other states, it could 

have an adverse effect on the entire banking system,” Muriel Siebert 

warned.23

Citibank’s move to South Dakota required federal regulatory approval. 

With protections against local competition in place, Citi’s greatest support 

came from South Dakota’s banking community. These bankers’ prestige and 

profits—not to mention their political influence—were intertwined with the 

economic prosperity of their state. Citi, they hoped, would help attract addi-

tional “desirable commerce and clean industry.” Consequently, they testified 

at public hearings held by the comptroller of the currency and wrote letters 

of support to the Federal Reserve. “Though it is not customary for a banking 

institution to write in support of a potential competitor,” wrote a Sioux Falls 

banker to the secretary of the Fed’s Board of Governors, “we . . . feel the pro-
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posal has great future potential for Sioux Falls and South Dakota and do 

support it wholeheartedly.” By supporting Citi’s move and mediating be-

tween the bank, the federal government, and their communities, South Da-

kota bankers reaffirmed their status of local economic leadership even as 

they helped Citibank relocate.24

Federal regulators at the Comptroller of the Currency and the Federal Re-

serve, committed to the idea that competition, not controls, would best serve 

consumers, approved Citibank’s move and with it a new regulatory geogra-

phy, still reliant on states, even as individual state decisions could be pro-

jected nationally. Now a New York citizen, shopping at a New York retailer, 

using a credit card from a nominally New York bank, could be subject to the 

lending laws not of the state of New York but to those of South Dakota—

where they could not vote, hold office, or stand to sue. Being able to “locate” 

in South Dakota, or any other non-usury state, enabled Citibank to orches-

trate a deft regulatory arbitrage, projecting the local decisions of South Da-

kota legislators onto its cardholders across the country. The bank broke the 

connection between finance and local democracy that enabled consumers to 

enforce the place-based social contract.

South Dakota and Citibank laid the groundwork for a new era in Ameri-

can consumer finance. With no applicable usury ceiling, Citi could set its 

credit card rates at will and project the laws of one small state onto every Citi 

card transaction, circumventing local regulations by locating transactions in 

South Dakota. Further, because Citibank’s South Dakota subsidiary could 

not compete for local deposits, “the bank’s principal source of funds” would, 

Citi reported in its national bank application, “be obtained through money 

market instruments.” These money markets were global, reflecting Ci-

tibank’s mastery of cross-border money movement. As the comptroller ex-

plained, “Funding of the proposed bank . . . will be managed through the 

global money market activities of the parent, Citicorp.” The point is not that 

Citi drew on global money markets to finance its card portfolio: that had al-

ways been the bank’s strategy. The difference was that before 1980, Citi held 

the risk of market volatility. Because of New York’s usury limits, it could not 

pass that risk on to cardholders. With those limits removed in South Dakota, 

Citi would intermediate directly between global capital markets and con-

sumer borrowers, transferring risk and volatility from one to the other. This 

was the essence of financialization.25
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Through its use of Marquette, the bank had brought its mastery of regula-

tory arbitrage to bear on the domestic market, stretching the seams of feder-

alism as it had the sovereignties of nation-states. With locations across the 

globe, Citi finessed differences in tax structure and regulatory requirements 

to great profitability throughout the 1970s. As the Securities and Exchange 

Commission later found, Citibank subsidiaries in London and Frankfurt 

regularly booked transactions through subsidiaries in Nassau and the Cha-

nel Islands, skillfully avoiding British and German currency regulations, 

capital requirements, and taxes. Citi executives had, through these means, 

long stretched the meaning of the term “located.” As one commentator 

noted, “The real significance of Citibank’s activities . . . relates not so much 

to the question of illegality or wrongdoing as to the ease with which deals can 

be booked to any part of the world that happens to be convenient and the 

possibilities presented thereby for regulatory circumvention.” And, of 

course, profit.26

Citibank’s relocation reverberated through statehouses, transforming the 

regulatory incentives for the bank card market. By the end of 1981, nine 

banks had committed to opening offices in Delaware. Forced to react to such 

moves, forty-four states either loosened or lifted their usury laws by 1983. 

Even states whose lawmakers and administrators had fought hard against 

high rates throughout the 1970s made an abrupt about-face. By 1984, Iowa 

governor Terry Branstad was busy luring out-of-state banks. “Effective July 1, 

1984, there will no longer be a finance charge limit on bank credit cards,” 

Branstad wrote the president of Washington’s Rainier Bancorp, adding, 

“This assures Rainier Bancorp. a competitive position in credit card opera-

tions regardless of fluctuating interest rates.” As Branstad’s memo made 

explicit, the elimination of state usury limits effectively removed the interest 

rate risk that had constrained card plans. Without them, unrestrained banks 

could begin pumping capital into consumer credit and credit card debt. This 

undoubtedly opened credit markets and made credit available to under-

served consumers. It also gave primacy to bankers in a political debate where 

unrestrained markets and consumer protection were at odds, at a moment 

when increasing credit availability replaced rising wages as the foundation of 

economic citizenship and purchasing power.27

Wriston and his political allies called this a victory for the market, yet in 

the card industry, the market reigned in theory, not in practice. In the first 
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decade of the new consumer credit regime, the benefits market advocates 

promised did not materialize. Credit was widely available but prices were 

high, and they remained high for a long time—long after a truly competitive 

market should have brought them down. “Credit card interest rates have 

been exceptionally sticky relative to the cost of funds,” economist Lawrence 

M. Ausubel later observed. “Moreover, major credit card issuers have persis-

tently earned from three to five times the ordinary rate of return in banking 

during the period 1983–1988.” Ausubel attributed these outsized profits to 

“a class of [irrational] consumers who do not intend to borrow on their ac-

counts but find themselves doing so anyway.” But in an economy where 

wages for middle-class Americans were stagnating, millions of “rational” 

convenience users likely became irrational revolvers against their will. “The 

data provide indirect empirical confirmation of the presence of consumers 

who act as though they do not intend to borrow but who continuously do so,” 

Ausubel observed.28

Card-issuing banks rationally took advantage. With New York’s usury ceil-

ing lifted, Citibank raised its card rates in December 1980 from 18 percent 

on the first $500 and 12 percent thereafter to 19.8 percent for all balances, 

plus a $15 annual fee. Chase increased its rates to 18 percent for all balances 

and also charged a $15 annual fee. The new rate laws in New York, Delaware, 

and South Dakota allowed Citi and other banks to raise rates at any time, as 

long as they notified consumers. In January 1982, following a similar move 

by First National Bank of Chicago, Citibank raised its fee to $20. When poli-

cymakers and consumers objected to rate hikes, bankers blamed federal de-

regulation. In the first major financial deregulatory action of the postwar era, 

Congress phased out the New Deal’s federal price controls on deposit inter-

est rates (Regulation Q) beginning in 1980. The phaseout, bankers argued, 

meant they had to pay higher rates on consumer deposit accounts, costs they 

had to pass on through higher consumer interest rates. Never mind that the 

largest banks financed their card plans primarily through global money mar-

kets. Even as market interest rates fell over the decade, and with them con-

sumer deposit rates, banks kept credit card rates high. Large banks continued 

to aggressively market cards. Once ensconced in South Dakota, Citibank re-

sumed nationwide card solicitations. Its rivals followed suit. Yet while banks 

competed aggressively for new card accounts, they did not compete on price. 

“Credit-card rates will be the last to fall,” bankers declared as other interest 
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rates declined in 1984. They were in a position to know; credit prices in 1985, 

and for the rest of the decade, proved them right.29

Banks poured money into the credit card market. They did so first through 

tried-and-true methods of balance sheet expansion, pulling in money from 

capital markets and lending it out again through cards, growing their liabili-

ties and assets in the process. Bankers also developed new financial strate-

gies to ensure that the credit spigot stayed open. Securitization, where banks 

bundled loans and resold them on secondary markets, had long been used in 

mortgage markets and was experiencing a boom in the early 1980s. By the 

middle of the decade, a few investment banks experimented with credit card 

securitization, but the strategy was slow to catch on. Explaining why rela-

tively few credit card securities had been offered, two analysts argued that 

Fig. 8: Sticky credit card interest rates, 1982–1989. In 1991, economist Lawrence Au-
subel found that although market interest rates declined through the 1980s, credit card 
interest rates remained “sticky,” fixed at a high level that suggested a lack of meaning-
ful price competition despite the elimination of state-level price controls.

Source: Reconstruction of graph in Lawrence M. Ausubel, “The Failure of Competition in the 
Credit Card Market,” American Economic Review 81, no. 1 (1991): 54. Credit card interest rates are 
from Federal Reserve Bulletin, “Terms of Consumer Installment Credit (Table 1.56),” FRASER. Cost 
of funds is one-year Treasury bill yield plus .75 percent, from Federal Reserve Bulletin, “Interest 
Rates (Table 1.35),” FRASER.”
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“the attractive gross margins available on credit cards means that there is no 

shortage of lending capital in this sector thus removing one of the most fun-

damental pressures for the development of this market.” Bankers were 

happy to accumulate card loans on their books and were even buying other 

banks’ card portfolios at significant premiums.30

By 1986, the market’s magic act was wearing thin and Democratic politi-

cians began to pressure bankers to match their rhetoric with action. “There 

is no . . . competition in the credit card industry,” Representative Charles E. 

“Chuck” Schumer (D-NY) declared in a Washington Post op-ed, demanding to 

know why card rates never seemed to fall. Schumer, brandishing data from 

the Federal Reserve Bank of New York, showed that card loans were the most 

profitable line of bank lending. Bankers claimed they were merely recouping 

losses their card plans had sustained in the 1970s and early 1980s. Such 

claims, Schumer pointed out, simply confirmed that banks were maintain-

ing artificially high prices, since truly competitive markets would have little 

sympathy for past losses. Schumer, though, did not call for new regulations. 

Instead, his office published a list of small banks offering lower rates, relying 

on consumer initiative to balance the market. Schumer’s list revealed how 

politics had narrowed. Politicians could not demand price or credit controls; 

they could only prod markets to work more perfectly.31

The state regulatory changes initiated by Citibank favored large financial 

institutions over their smaller competitors, and they help explain why—in 

addition to Ausubel’s irrational consumers—card competition did not work 

to pull down rates. Banks that offered less expensive cards could not afford 

to market those cards heavily, whereas banks like Chase and Citi could blan-

ket consumers with credit promotions. Consumers, whether rationally or 

irrationally, were in the market for accessible credit. It was more convenient 

to take the credit offered. Put another way: search costs were high, which was 

why Schumer published his list of low-cost lenders. This fact ultimately un-

dermined the last state holdouts, which had tried to keep their usury regimes 

into the mid-1980s. Massachusetts maintained an 18 percent interest ceiling 

and did not allow annual fees. Local banks still offered low-cost cards. Fol-

lowing a now well-worn promotion strategy, out-of-state banks—and Ci-

tibank in particular—flooded Massachusetts with promotions beginning in 

1983. Like Gresham’s law in reverse, expensive credit pushed out inexpen-

sive credit; Citi and its peers could justify high marketing expenses while 
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Massachusetts banks could not. Eventually Massachusetts’s banks lost pa-

tience and threatened to move if the state legislature did not raise rates. It 

was cheaper to fight for deregulation than to fight for market share. Credit 

cards, which banks introduced in the 1950s to help small businesses com-

pete against monopolistic department stores, became a bludgeon of corpo-

rate market power.32

The Profits and Perils of Plastic Capitalism

Credit card banking was a windfall for South Dakota and Delaware, one 

which bound the states’ fortunes to the card industry. In South Dakota, cards 

accounted for just .28 percent of all national bank loans in 1980. In 1986, 

before Citibank began securitizing its card portfolio, 82 percent of national 

bank loans in South Dakota were for card accounts. At the time, that repre-

sented 15 percent of all national bank card loans outstanding and 7 percent 

of all revolving credit outstanding. South Dakota workers processed these 

transactions. As Janklow explained in a 2004 interview, “In my last couple 

years in office, 16 percent of all the people in the state were employed in the 

financial services industry.” Census data do not quite bear out Janklow’s 

claim. Nevertheless, financial industry job growth was significant, expand-

ing from 4.7 percent of the workforce in 1980, to 7.4 percent two decades 

later. The state’s increase in tax revenue was also impressive. From 1978 to 

1988, bank franchise tax receipts increased from $719,156 to $22,015,968, 

or from .43 percent of the state’s overall tax revenue to 5.54 percent.33

The expansion in tax revenue reflected a subtle but telling shift in the 

state’s relationship to banking institutions worked by the Citibank bill. In 

1957, during the height of the New Deal regulatory order, the state instituted 

a bank franchise tax, applicable to all banks operating in South Dakota. The 

law mandated that each bank pay 6 percent of its gross revenues in taxes, 

73.33 percent of which would be remitted to the county in which the bank 

operated and 26.66 percent would go to the state government. This system 

kept banks’ tax revenues within the communities they served, strengthening 

the ties between banks and their local economic constituents. The Citibank 

bill amended the bank franchise tax. Banks entering the state to operate 

credit card businesses paid 95 percent of the tax to the state, and only 5 per-

cent to the county in which they operated. Credit card banks owed their 
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loyalty to South Dakota, not to the communities where they resided. Though 

both methods of taxation fell under the bank franchise tax, internal state 

documents distinguished between the local “bank franchise tax” and the 

state “bank card tax,” marking the state’s special interest in the success and 

profitability of its new credit-issuing residents.34

Delaware experienced even greater financial industry growth. From June 

1981 to June 1985, bank assets in Delaware increased from $4.7 billion to 

$22.5 billion. This booming growth also held for individual firms. At the end 

of June 1982, Chase Manhattan’s Delaware subsidiary had just over $100 

million in assets. Three years later, it had grown to $2.8 billion, and by 1988, 

Chase had $6.3 billion in assets. By 1986, Delaware led the nation in card 

loans. This all meant more revenue for the state. In 1988, the state collected 

$36.9 million in bank franchise taxes. In 1989, more than 21,000 people 

worked for banks.35

Fig. 9: Finance, insurance, and real estate employment in Delaware, New York, South 
Dakota, and the United States, 1970–2000. New York saw some increase in financial 
industry employment through 1990 before experiencing a relative decline thereafter, 
while South Dakota and especially Delaware saw significant increases in their financial 
industry workforces. These figures, though, mask significant differences in the kinds 
of jobs located in each state.

Source: U.S. Decennial Census, accessed through Social Explorer.
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In South Dakota and Delaware, the rapid growth of the financial services 

industry gratified the ambitions of policymakers, but it also created anxieties 

that the footloose firms might one day skip out. Critics voiced these fears 

early and often. During summer 1980, at the comptroller’s hearing in Sioux 

Falls, one local banker wondered, “If it leaves its traditional home . . . be-

cause it is miffed at the State Legislature . . . how much would it take to have 

Citicorp pull out of South Dakota?” Members of Delaware’s Intergovern-

mental Task Force assured lawmakers and citizens that the mobile banks 

would stay put. “They don’t move quickly,” economic development secretary 

Nathan Hayward III assured the state senate. “This is not going to be a one-

night stand or even a torrid weekend.” Quickly or not, banks now moved, 

and the threat weighed on state policymakers. Other observers worried that 

once their state’s economy was bound to the banking industry, state policy 

might become captive to the interests of the industry rather than its citizens. 

Table 3. Bank Assets and Franchise Tax Collections in Delaware, 
1979–1989 (in millions)

Total bank assets Bank franchise tax collections Chase Manhattan assets

1979 $4,402 $2.5
1980 $4,677 $2.1
1981 $4,732 $2.5
1982 $6,439 $2.2 $103
1983 $11,064 $4.1
1984 $16,242 $9.5
1985 $22,522 $17.8 $2,821
1986 $23.0
1987 $39,389 $32.4
1988 $56,420 $36.9 $6,312
1989 $53.6

Source: State of Delaware, Office of the State Bank Commissioner, “Consolidated Statement of 
All Banks and Trust Companies in Delaware, 1979–1988, RG 1325 and RG 1340 (microfiche), 
Delaware State Archives; Bank Franchise Tax and Banking Employment, RG 1325–147, 
State Reports, Delaware State Archives; State of Delaware, Annual Report of the State Bank 
Commissioner, 1982–1988.

Note: In 1979 and 1980, the fiscal year ended on December 31, for all other years June 30. Table 
includes all available data.
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“All of the down-home testimony South Dakotans can muster won’t stand a 

chance against the lobbying power of an operation like Citibank,” a Sioux 

Falls Argus Leader columnist warned in December 1980.36

Although state policymakers had shown little concern for the national 

financial structure when they invited banks to their states, they soon faced 

enormous pressure to pursue regulatory innovation. Through the early 

1980s, Citibank, Governor Janklow, and local development groups like the 

Sioux Falls Chamber of Commerce worked to make South Dakota “the Fron-

tier of Modern Banking” by finding and widening gaps in the regulatory 

structure. In 1983, at Citi’s insistence, the legislature allowed state-chartered 

banks to acquire insurance companies. These companies, in turn, could 

market insurance nationally but—copying the anti-competitive language 

from the Citibank bill—not in South Dakota. The legislation, which breached 

the Glass-Steagall Act’s barriers dividing commercial banking and insur-

ance, earned the state the dubious designation of “South Dakota, Inc.” “We 

have no intentions of becoming the Liberian or Panamanian registry for 

banks,” Janklow insisted. His actions, however, evidenced a transparent de-

sire to make South Dakota a haven for swashbuckling financial firms. Citi 

moved quickly to acquire the American State Bank of Rapid City, through 

which it planned to initiate a national insurance operation regulated under 

South Dakota law. The Federal Reserve finally had enough, belatedly chastis-

ing Janklow and South Dakota “for placing job expansion concerns above 

considerations for the soundness of the national banking system.” More 

pointedly, Paul Volcker, who sat quietly by as Citibank found usury freedom 

in South Dakota, objected to Citi’s move into insurance as “smart-ass” bank-

ing at its worst. Citibank was hardly cowed; it would orchestrate the com-

plete demise of Glass-Steagall through its acquisition of Travelers Insurance 

a decade and a half later.37

As financial institutions fragmented and spread, so did financial labor. In 

New York, the absolute number of financial industry workers declined, but 

the Empire State retained the managerial workforce that now exercised 

greater power across a wider space. South Dakota and Delaware lured finan-

cial industry jobs, but mostly low-paid clerical positions. In essence, banks 

followed a strategy long employed in manufacturing, disciplining state poli-

cymakers by relocating low-wage production work. The products were now 

financial rather than physical. Policymakers responded to these incentives. 
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In the 1990s, South Dakota lawmakers began to worry that other card-

friendly states, notably Nevada and Delaware, might offer Citibank a more 

favorable tax climate. Though quick to assure citizens that Citi had made no 

threats to leave, the House Republican leader Jerry Lammers warned that “by 

a stroke of the pen, Citibank could, if it wished to do so.” The legislature 

quickly instituted a new sliding tax scale, sharply discounting all bank in-

come above $500 million. Citibank was the only South Dakota bank ap-

proaching this revenue figure, and the tax break came in a year when a 

budget shortfall forced the state to raise taxes elsewhere. “What has hap-

pened,” one concerned citizen understandably wondered, “to our general 

sense of fairness that taxes should be borne most by those that can most af-

ford to pay them?” The legislation achieved the desired results. Two years 

later, Mastercard—headquartered in New York City—sponsored a study of 

employment and regulation in the card industry, which included an index of 

“State Attractiveness of Credit Card Firms.” The study ranked South Dakota 

at the top (Delaware was third). When the Sioux Falls Argus Leader celebrated 

the news with a table of state employment and wages, an astute reader 

crunched the numbers. South Dakota’s credit card employees earned less 

than in every other state save one. “Thanks Argus,” the reader wrote in exas-

peration, “for showing me being friendly doesn’t pay!”38

The bank has not left. Walking in Wriston’s footsteps, CEO Charles Prince 

came to Sioux Falls in April 2006 to honor Citi’s twenty-fifth anniversary in 

the state. At the celebration, Prince recalled the leaders who, in Citibank’s 

hour of darkest need, found a solution to the bank’s credit card problem. “A 

solution that was good for South Dakota—and that’s terrific!—but frankly 

can be seen to have saved Citibank. Think of that,” Prince continued rever-

ently, “saved Citibank.” Prince sought to chart the path forward for his gar-

gantuan and often troubled bank. He urged his listeners to expand the bank’s 

already dominant card business. And in the short term, Prince succeeded. 

Citi’s net income from the U.S. Cards division rose an impressive 41 percent 

in 2006, to $3.9 billion. But the crash also came quickly. As the global finan-

cial crisis began to unfold, the bank’s card income fell and then collapsed. 

Citi lost $523 million on its North American credit card accounts, underscor-

ing the massive growth in consumer indebtedness that its relocation to South 

Dakota helped create. Outstanding revolving consumer debt had doubled 



 breakdown  289

from 1980 to 1985, again by 1990, again by 1995, and again by 2005, topping 

out in May 2008 at more than $1 trillion. The removal of usury limits, and 

with them interest rate risk that restrained credit card accounts, made credit 

card debt an outsized component of the newly financialized economy.39

Banks turned a regulatory system meant to stymie their growth to their 

advantage, enabling the booming expansion of consumer debt after 1981. 

Indeed, a financial regulatory system founded on a bank’s location proved 

incompatible with a new era of mobile financial instruments, which bankers 

used to extend state regulation, through the national banking system, onto 

the citizens of other states. “A law enacted by the Nebraska legislature will 

determine the interest rates charged to respondent’s Minnesota customers,” 

lawyers for Minnesota’s AFL-CIO argued in their Marquette brief, yet “a con-

sumer interest group in Minnesota has no voice in the legislatures of other 

states.” What was true for card accounts was also true for a variety of other 

financial products, including mortgages and money market checking ac-

counts that also moved across state lines. Once banks, aided by state allies, 

embraced the possibilities of relocating beyond regulatory frontiers, the pol-

itics of economic development mingled with those of financial regulation, 

threatening states reluctant to accede to bank interests. Freewheeling finan-

cial products reshaped a regulatory landscape that had limited the political 

power of financial institutions by limiting their mobility. Barriers to their 

mobility continued to fall.40

For Walter Wriston, the bank regulatory system’s polycentricity was not a 

flaw but a feature, one the bank’s executives had long appreciated in their 

international operations. Writing to Senate Banking Committee member 

Charles Percy, Wriston stated his position clearly: “If a complicated structure 

is a concomitant of less regulation and more competition, then I am for it.” 

Wriston meant competition between financial institutions, but his bank’s 

actions also led to competition between states for bank jobs and tax revenue. 

Yet Citibank’s use of regulatory barriers led other states to tear them down, 

to the detriment of Citi’s partners in South Dakota who continued to push 

regulatory innovation, first to bring more banks in and then to ensure its 

banks didn’t leave.41

For Americans, this meant a diminished voice in the local political econ-

omy of consumer credit, even as regulatory geography continued to struc-

ture the bank card industry. In 1991, the Supreme Court extended Marquette 
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to include late fees and other card account charges. By 2003 almost three-

quarters of credit card loans in the United States originated from states, in-

cluding South Dakota and Delaware, containing just 4 percent of the 

country’s population. Importantly, Citibank’s relocation did not make state 

interest rate regulation irrelevant; rather, it made the interest rate regulation 

of a few states national policy. Opponents of interest rate limits might argue 

that they and other price caps impede market efficiency, and that through the 

removal of interest rate and other pricing restrictions, American consumers 

benefited from greater credit availability. Financialization, though, is about 

more than just credit access. Whether consumers should be able to shield 

themselves from high interest rates, annual fees, and overdraft charges is 

also always a political question. The extraterritoriality of bank credit cards 

reshaped this question in favor of the banking industry, ultimately leading to 

the instability of political and economic citizenship in America’s age of 

finance.42

Table 4. Top Ten States in National Bank Credit Card 
Outstandings

1980 1986

New York Delaware
California South Dakota
Illinois California
Texas New York
Pennsylvania Illinois
Ohio Ohio
Michigan Nevada
Florida Florida
Washington Washington
Georgia Maryland

Source: Comptroller of the Currency, Annual Report of the Comp-
troller of the Currency, “Outstanding Balances, Credit Cards and 
Related Plans of National Banks,” 1980 and 
1986, FRASER.
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Table 5. Bottom Ten States in National Bank Credit 
Card Outstandings

1980 1986

Delaware Hawaii
Hawaii Wyoming
South Dakota North Dakota
Vermont Vermont
Wyoming Maine
North Dakota Montana
Montana Alaska
Maine Mississippi
New Hampshire West Virginia
Alaska District of Columbia

Source: Comptroller of the Currency, Annual Report of the Comp-
troller of the Currency, “Outstanding Balances, Credit Cards and 
Related Plans of National Banks,” 1980 and 
1986, FRASER.
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when you bought this book—if you bought it—you likely used a bank 

card, either a debit card that transferred monetary data from your bank ac-

count, or a credit card that obliges you to repay your balance every month or 

pay some interest. Plastic Capitalism has focused on bank credit cards and 

the networks bankers constructed to circumvent the place-based regulatory 

order, which had long restrained their industry. Bank debit cards, in turn, 

layered atop these earlier innovations, but with the flow of influence re-

versed. In the 1960s, banks created BankAmericard (Visa) and Master 

Charge (Mastercard) to offer nationwide consumer credit. In the 1990s, Visa 

and Mastercard convinced reluctant banks to adopt and promote debit cards. 

Since then, the collective effort to popularize debit in the United States has 

shifted an increasing share of consumer transactions onto the card networks 

and away from other payment media, especially cash and checks. About 

60 percent of purchases now occur via card payment, with debit outpacing 

credit nearly 2 to 1 (though the aggregate value of credit card transactions 

remains higher). Private card networks are the essential infrastructure of 

consumer payments. Our money, as data, moves on private rails.1

As with the emergence of bank credit cards, the transition to debit relied 

on business strategy and political negotiation. Visa and Mastercard had to 

convince bankers that debit cards would still generate sufficient revenue 

through transaction fees and enhanced consumer relationships, without the 

interest income from revolving credit. The networks also had to convince—

or coerce—retailers, who resisted the high cost of debit transactions. When 
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they emerged in the 1950s and gained momentum in the 1960s, bank credit 

cards had offered retailers an obvious value proposition: retailers could sell 

on credit without the risk or cost of managing their own in-house credit 

plans. They paid for the privilege and did so on the promise that consumers, 

borrowing to buy, would spend more. Debit, by contrast, merely offered an 

expensive substitute for cash and checks. The credit trap—when all mer-

chants offered credit, they all bore the cost without gaining any competitive 

advantage—was reborn as a debit trap. To compel adoption, in the 1990s 

Visa and Mastercard applied the full weight of their market power: retailers 

accepting any of their cards had to accept all of them—credit and debit. Re-

tailers and their trade groups howled. They also sued.2

Merchant resistance to high transaction costs falls out of this book’s nar-

rative in the 1960s, when consumer politics moved to center stage. Retailers 

and their allies had also—with less success than consumers—used the avail-

able political and legal tools to shape the card market. As cards became the 

dominant media for consumer payments, retailers mobilized with greater 

urgency. In the late 1990s and early 2000s, they launched a series of anti-

trust lawsuits aimed at Visa’s and Mastercard’s transaction fees. Although 

the card networks originated in efforts by small banks to help small firms 

compete against giant department stores, in the interchange fee cases, 

Walmart—the epitome of monopolistic corporate retailing—was the net-

works’ chief antagonist and retailers’ leading champion. Plastic capitalism 

encouraged concentrated capitalism. Legal scholar Adam Levitin called the 

contest the “Super Bowl of Antitrust,” Goliath versus Goliath. The question 

of who will bear the costs of plastic payments remains unresolved, having 

moved more recently from the courts to Congress. An amendment to the 

2010 Dodd-Frank Act, the core financial reform legislation that grew out of 

the 2008 financial crisis, required the Federal Reserve to regulate debit 

transaction fees. The lawmakers who secured those rules now seek to extend 

them to credit card fees.3

With the majority of transactions occurring via electronic payment, retailers—

even Walmart—have little choice but to participate in card networks; likewise, as 

card-based payments have become predominant, consumers who lack access 

to cards are excluded from full participation in consumer society. We can think 

about payments citizenship under the larger rubric of financial citizenship, the idea 

that to fully realize economic and social opportunity, consumers need access to 
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affordable financial services. Cards, in this sense, play a double role, at once 

markers of class status and access keys to essential economic infrastructure. The 

divisions caused by the latter function are especially apparent online, where in-

ternet commerce has been built on the back of card-based payments. More re-

cently, payments citizenship has migrated from the digital realm to the physical 

with the rise of no-cash policies at retailers and restaurants (a trend preceding 

the Covid-19 pandemic and accelerated by it). No-cash policies reflect employer 

distrust of often low-paid service employees and an effort to exclude low-income 

clientele, who are more likely to pay in cash. Some local governments have chal-

lenged the practice, seeking to democratize payments by requiring retailers to 

accept hard currency. These policymakers recognize that poor and minority con-

sumers continue to pay more to access basic financial services. In the case of 

electronic payments, predatory inclusion manifests alternatively as high interest 

costs on credit cards or as account maintenance and overdraft fees for debit cards 

linked to checking accounts. The fruits of financial innovation have accrued to 

the privileged at the expense of the marginalized.4

The tremendous growth of high-interest credit card debt and the super-

abundant profits generated by credit card issuers also demonstrate the extent 

to which the fruits of financial innovation have accrued to card issuers at the 

expense of cardholders. Before the early 1980s, consumers and their politi-

cal allies used state interest rate caps to restrain credit card profits and mini-

mize financial risk for consumer households. Usury laws capped topline 

credit costs, holding card issuers to a locally negotiated standard of fair credit 

prices. More importantly, rate caps placed interest rate risk squarely on card-

issuing banks, discouraging them from ensnaring consumers in long-term, 

high-interest debt.

Without interest rate risk to restrain them, banks and other card issuers 

pumped capital into credit card markets. As they did so, the largest issuers 

adhered to Gresham’s law of plastic: they crowded out low-cost card plans 

with aggressively marketed high-cost alternatives. The most aggressive 

firms—Citibank, J. P. Morgan Chase, Bank of America, and MBNA—

cornered the bank credit card market. Over time, bad plastic money got worse 

for many consumer households. Bankers and other lenders paired sophisti-

cated credit scoring and underwriting practices, which identified and targeted 

the consumers most likely to rack up debts, with strategies like lengthening 

repayment periods, which encouraged indebted consumers to repay high-
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interest debts over longer periods of time. Bankers also partnered with affinity 

organizations, like universities, and marketed cards to credit-hungry under-

graduates, complete with their school’s burly-yet-cuddly mascot emblazoned 

on the card. Collectively, these strategies—and others designed to encourage 

consumers to borrow to buy more—fueled a massive expansion of credit card 

debt. In 1980, revolving debt per household in the United States amounted to 

$658.32. By 2000, the figure had jumped to $5,989.86, peaking at $8,542.29 

at the start of the 2008 financial crisis. Adjusted for inflation, those figures 

amount to roughly $2,500 (1980), $10,500 (2000), and $12,000 (2008) in 

January 2023 dollars. Through this process—and through parallel processes 

of financial extraction—household finances became more fragile, consumers 

became more stressed, and the economy became more unstable.5

All that debt, in turn, has been remarkably profitable for credit card issuers, 

defying theoretical expectations that market competition—infusions, say, 

of good plastic money—would bring card profits down. In 1991, economist 

Fig. 10: Revolving debt per U.S. household, 1970–2021.

Source: Board of Governors of the Federal Reserve System, “G.19, Consumer Credit, Historical 
Data,” https://www.federalreserve.gov/releases/g19/HIST/cc_hist_sa_levels.html; World Bank, 
“Population, Total for United States (POPTOTUSA647NWDB),” FRED; United States Census 
Bureau, “HH-4, Households by Size: 1960 to Present,” https://www.census.gov/data/tables/
time-series/demo/families/households.html.

https://www.federalreserve.gov/releases/g19/HIST/cc_hist_sa_levels.html
https://www.census.gov/data/tables/time-series/demo/families/households.html
https://www.census.gov/data/tables/time-series/demo/families/households.html
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Lawrence Ausubel marveled at the extraordinary profitability of bank card 

plans. Thirty years later, a 2021 Federal Reserve report found that “credit card 

earnings have almost always been higher than returns on all bank activities.”6 

Despite the intervening global financial crisis, the government bailouts of the 

financial system, and the post-crisis consumer reforms, high-interest lending 

remains a remarkably lucrative business.

Together, the financial intermediation of daily economic life (via private 

card networks), the consequent requirement to engage with private payment 

systems (as a buyer and a seller), and the continuous extraction of value by 

financial intermediaries (at the moment of sale and over time) all point to a 

process that scholars now call “financialization.” As a term of art, financial-

ization, like its cousin neoliberalism, can be vague, amorphous, and unsatis-

fying. In simplest terms, financialization refers to the increasing prevalence 

of financial profit-making as the dominant mode of profit generation for 

firms and other owners of capital. Scholars understand this rise of finance as 

at once a political solution to distributional challenges of the 1970s, when 

building social claims for economic equity crashed against a secular decline 

in economic growth, and as an intellectual response among owners of capi-

tal to waning corporate profits in the same period. These macro processes 

led, in turn, to the financialization of daily life, that is, the shift of financial 

risk from corporations and the state onto households, paired with the multi-

plication of financial products designed to profitably help households man-

age those new risks.7

Though I have mostly avoided using the term in the preceding pages, I 

wrote Plastic Capitalism to tell a new story about the processes that drove fi-

nancialization. The aim was to put financiers at the center of the action, to 

show how they used financial technologies and business strategies to inno-

vate around market rules and, in doing so, to change the social and political 

conditions under which market rules were created and maintained. Looking 

at financialization in this way requires a long-term perspective. Momentum 

for financial change began earlier than scholars have tended to recognize, in 

the 1950s, when the postwar social contract appeared robust and the finan-

cial regulatory order looked stable and strong. Bankers initially developed 

regulatory circumvention strategies in alignment with the prevailing regula-

tory norms—here the political economy of small finance and the place-based 

social contract—and only slowly, incrementally, and contingently under-
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mined them. This perspective, in turn, recasts the pivots on which financial-

ization appeared to turn. Take the 1978 Marquette decision. Critics of credit 

card industry practices have long understood Marquette’s foundational role 

in allowing banks to shape the national credit card market from states with 

the weakest regulations. But such analyses tend to miss the ways that Mar-

quette rested on bankers’ earlier efforts to overlay standardized markets atop 

heterogeneous political spaces, using networks that were themselves con-

structed to circumvent geographic limits on physical expansion. Likewise, 

Marquette, on its own, did little to fundamentally change consumer lending 

markets. It affirmed a status quo of regional bank card plans still tightly 

regulated by state law. The ruling became powerful only when banks began 

to relocate, to trade jobs for favorable—and exportable—financial rules.8

At the same time, this book has been about the long-running efforts by 

consumer and labor groups, in league with their political allies, to preserve 

and reinforce the market rules that enacted their vision of economic fairness 

and the appropriate role of credit in consumer society. These efforts flowed 

through the New Deal regulatory order, the dynamic system of financial fed-

eralism, industry silos, and price controls that constrained financial firms 

and channeled their activities toward socially determined goals. Here, geo-

graphic restrictions on banks played an especially important role. By confin-

ing banks within individual states, the regulatory system compelled bankers 

to negotiate the price and terms of credit with local stakeholders. These ne-

gotiations were never perfectly democratic. Bankers were well organized and 

politically influential. Minority groups, women, and low-income consumers 

all enjoyed less influence than white, affluent suburbanites. Nevertheless, 

the privileged consumers who shaped these debates had a clear idea that 

unrestrained finance would lead to unrestrained indebtedness and economic 

precarity. As bankers sought to escape financial regulations through unregu-

lated revolving credit, these consumers used their power to forestall that fate. 

They harnessed the federalist political institutions to maintain and extend 

the New Deal’s moral economy of credit. Eventually, however, once banks 

showed state policymakers that financial capital could move, consumers lost 

their grip on the regulatory levers. The future they had anticipated, feared, 

and fought, rushed headlong into being.
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