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In concluding my comments to wou on Regulation W, I should
like to emphasize the fact that it is not the explicit purpose of Rez-
ulation W to protect anyone who gives or receives consumer credit or
to regulate competitive trade rractices, At the same time, the Resgula-
tion does have certain desirable by-products., Their tangible effects
are fewer credit losses for business, fewer cases of fanily distress
because of excessive or improvident consumer indebtedness, and credit
competition that accords with sound eredit standards.

There is the philosophy of rugzzed individualism whieh holds
that it is not the business of Govermment to protect businesses or in-
dividuals against their owr folly. There is also a contrasting phil-
osophy that regulation which helps to bring about greater economic
stability is entirely consistent with democratiec and capitalistic in-
stitutions and with the objective of the greatest good for the greatest
number., Such regulation should, of course, impose a minimm of govern-
mental interference. I am for such regulation —— not for regimentation,

We should recognize that instalment credit -- carried to un-
desirable extremes -- can endanger our economy and our social system.,
"Credit" is merely a more palatable name for "debt.®

Mr. John J. Schmann, Jr,, president of one of the large sales
financin§ conpanies, spoke with profound wisdom when he stated in 1947,
I quote):

"tEasy' credit terms are not easy, They are expensive.
Every instalment buyer or borrower should understand

that simple basic fact, As we have pointed out repeatedly
in the past: the cheapest way to buy a car is to pay with
one's own cash. The next cheapest way is to pay down as
much as possible and pay off the balance as soon as possible,
The most expensive way is to ypay down as little as nossible
and string out the balance as long as possible, The sound
way to buy a car on time payments is to buy it on the most
conservative terms one can comfortably afford.

"A person who buys more credit than he needs is simply
throwiny money away. A person who contracts to pay beyond
that vhich he can comfortably afford is begging for trouble
and will probably get it,"

Excessive debt means livinz beyond our means., The individual
whose future income is heavily mortgaged loses that spirit of self-
reliance vhich we all recognize as the backbone of cur nation, Instead
of the satisfaction and confidence that come with building up a nest-
egg of savings, he has the misery of trying to keep his head above an
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enqulfing ocean of debt. If he loses his job or has siclkness in his
family, he is without resources., Having already used up his borrow-
ing powver, he has no place to turn -~ no place save one: his Govern-
nent, iultiply that by several million people and you have an aprall-
ins problem on your hands,

You may say that he should not have overcormitted himself, that
he should worl: out his owm salvation. True. But we may as well frankly
Tace the' fact of vhat very probably will happen. Since society en-
courazed the misuse of instalment credit, society -- acting through
Govermment ~= will find itself tryinz to salvage the situation, 'fe
saw somethin~ of mortgaze moratoriums and Gover:ment intervention in
the 1930's, But with millions overextended i instalment credit, the
1930 experience could be mild by comparison, That would ngt be a
pleasant prospect, ‘

Please do not nmisunderstand me, I am not an alarmist, I am
rot eriticizing the reasonable use of instalment credit. But vhen we
are calmly considerins the subject tozether I thiik we should reelize
vhere the mass abuse of instalment credit can lead. Those who oppose
noderate restraints on cornsumer credit, as represented by egulation Y,
vould do well to consider carefully tiie responsibility or risk they may
be assuming. Rerulated credit is far better, to my mind, than social-
ized credit.

The Federal Rescrve Board of Governrors, as you lkmow, has con-
ecluded that reasonable resulation of consumer instalment credit on a
continuing basis will male for sounder credit conditions and for sreater
economic stability. ‘'le have made this recomendation to the Consress,
with the President's endorsenent, only after extended experience and
study. ile -ould prefer, as you would, to have no regulation of instal-
ment credit terms. Certainly, we do not seel: responsiblility for the
re7ulation == it is at best an onerous tesk, 'e believe, however, that
the economic record in support of .‘ezulation ', flexibly administered
“or the purpose of preventing excessive expansion or excessive contrac-
tion of instalment credit, is clear.

The Reserve Board is under no illusions ag to the potency of
Requlation U/ in countributinz to economie stability By itself, it is
not and cannot be a panacea, a ~uarantee of econonic stability, TFor
that matter, it does not have sufficient impact either to prevent a
boom or to prevent a bust. But it is unquestionably a useful tool,
supplementary to reserve requirements and other available instruments,
to influence credit conditions in the interest of economic stsbility.
In recommending leszislation to contimue legulation !, the DBoard has
tried to put the legislative issue in this lizht,
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