January 28, 1949,

Honorable Wright Patman,
House of Representatlves,
Waghington, D. C,

Dear Wright:

While I think I understand after my many yesrs in Wsshe
ington some of the exipgencies which confront those vho have to rm
for public office, I am nevertheless still greatly disheartened vhen
intelligent men like yourself go beyond the bounds of fact, It is
certainly grossly unfair for you to ascribe to me, or to any member
of thias Board for thai matler, such a monstrous misrepresentation
as has appeared in scme of your statements in the Congressional
Record and in the public press in regard to Regulation W,

You know perfectly well that I never have advocated,
and do not now advocate, a depression or recession, All of my
energies ever sines I have been in Washington, as you ought to
know, have been devoted firat to fighting a deflation and depres-
sion all through the thi-ty's and then throughout the war end
since to combating an inflation which could cnly culminate in
severe econcmic readjustment -- to use no sironger word - ths
longer the inflation comtinued and the worse it got.

There 13 such a close parallel between what you heve
been saying and what Henry Eaiser has been giving to the press
and to me personally that I am emclosing, in confidence, & copy
of hig recent telegram to me and my reply. I do not care to de~
bate this issue in the press because such a dsbate so often degen~
erates into exaggerated statements and misrepresentations, I
cannot let pass, however, without vigorous protest, off the record
at least, sgainst some of the things that you and Kaiser say pub=
licly. I enclose also and ask you to take note of the interview
I recently gave to the U, S, Hews and World Report which states
correctly my view that the sooner we have a correction of ths
serious maladjustments within the sconomic structure the less
serious that readjustment wvill be, The more we let conditions
get out of gear the worse it is bound to be, I have known
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Honorable Wright Patman -

Henry Kaiger for many, many years and have great admiration for his
extraordinary asccomplishments in the industriel fleld, I would like
to see him succeed in his daring venture into the automotiwe field,
Getiing more and more people to go into debt at high prices for his
cars is pot the solution of Henry Kaiser's problem and he is intel-
ligent enough to know it, The only real solution and the one thing
that would be in the interest of the general public would be to
lower prices for autumobilss, not sustain hicher prices and lower
and ease our eredit temms, Let's face this issue of Regulation W
on its merits and not by misrepresentation of the facts, TFar from
being "tyranical®, ag you allege, the Board's sadministration of

this Regulation may have bsen too lenient rather than too harsh

for all that the Regulation has been able to accomplish is to slow
up the rate of growth of instalment eredit bub not to stop the steady
expansion of this type of consumer debt, To put into effeet a mean~
ingless regulaticn that had no effect whatever would be worse than
nothing at all,

In view of our long acquaintance I think I msay be fore
given for saying to you very frankly how I feel sbout the recent
gtatements of yours,

Sincerely yours,
H, 8. Eocles

Enclosures

State, a copy
have just received a letter from your homs ’
Fe S f:f uhich 1 am enclosing because I em sure you will £ind 1t

interesting.
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0 Jan. 14, 1949,1 P.M.
Y Telegrum

Leused ®ire Service
Received et Washington

%illow Bun Nich, January 1z, 1949

Msrriner Becles,
Federal Reserve Board

I am leaviny today for West Cost stili somewhat stunned as result
of my coaversetion with you. JIt'e hard to belisve yuu actuwlly taink «
depression ls necessury and that sv much human suffaering must be creuted,
Yes, #arriner, after you stuted to me yesierday your belief that the
longer & depros&ion is held off, the worse will be the sulfering, It was my prayer
that you would open your heort and wina to the overpoworiuyg aspiration sad
detorminatiun of the suerlcan peoplo to meluvuin high employment und high
production. Xveryone recognizes thut increased pruduction will lomer
prices. It saddened me to think, in cur alscuesiouns on Hegulution ¥ credit
restrictions o sutomobile purcnases, that you did nut seem to understand thet
Congress, in granting you limited powers, had specitically entrusted you with
8 great responsibility and the duty to Maalutsain the anignest possible level
of production end employment iu the durable goods industries.® You know
even core intimately than I that interpretations of laws of Congress «re
based upun the intentions of V.ngress, and the intentions und objectives are
usually stoted in tne (ongressisnal Com:ittees' aeliberations. 8o plesse
forgive me for reitaerating so muhy times in vur teiephoiie cauversation—-
&nd now apain--that “sngress specifically cautioned you against misueing
credit powars to plunge us into a spirsl of unemploymeant. Defiution and
mannade depression. Simply by practicing the ®flexible wind sensitive
policies® which Congress roconmended for sdjusting regulations, it seeus

Digitized for FRASER

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



to me it is your duty immedistely to extend the uresent l8-month psyment
psriod for autos to Z4 or 20 months, That one act would restore the
right to buy cars to countless fumilies of moderite incores and would do
amch to check the damzge that Hegulation W is spresding throughout the
entire automotive induatry, which suppiies jobs to one out of seven
exployed perscns in the United Staztes. Beczuse the Federal Kesorve Board
has not seemod even to have texen cognigance of the Vongressionsl intend
reg.rdiuig the Bourd's duty to &void oreaticn of & depression, I am quoting
herewith the recomvensatiusn of the Yenste Vomnittes on Banking snd Currency
of August 6, 1948, &s folows:

¥The Committee, in its hesrings znd discusslons on the Consumer
Instalrent Credit Control pro¥isi.ns of the resolution, has &b ull times
been concerned cver the effects of the contemplated regulabion on asales,
production and employment in the affected dureble-goods industries, We
recognize the probubility that ali of thesze will be influenced unfavorsbly
by any effective regulstion. ®However, it is not the Comnittee's intention
to recommend & mundate to the B.urd of Governors of tne Federal Reserve Bourd for
the re-instatement of the identicul terss which prevalled through soat
of the war period under keguistion W., when the avowed intend uf Hegulation
wes Lo throttle the demand for durubie goods. The Lomzittes wishes to leuve
the question of domn payments wnd teris exclusively to the discreticn of the
Board but wishes to advise the bourd of its earnest interest in assuring
thet regulation brings ubout the least tossible dislocation of industry.

It is to be hoped that the Board will adopt flexible &nd sensitive policies waich
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%ill maintain the nighest possibie level of production and employment
in the duruble goods ;ndustries, on vhich so much of the nstion's standurd
of living and well-being depend.”

when you discuss the crimis crested by the 1B8-month payrent period on
sutos with your fsllow Board Marbers, I am sure they will want to tahe
into considerition the Congressionsl history end recomuendstion preceding
passage of this legislati:sn. I hops your action will be 4in time to
heud off further hardehips to the people. Throughout last night it wes
lapossilbie for me to fesl that you could suy yon were willing to have
a depression with stiendant unemployment, closed factories, throttiing
of productisn, bunkrupt businesses end all the hardships of the people.
Keally, Marriner, it was out of & heuvy heart und a deep hope for you to
open your mind that £ said, "God forgive you, for you know not what you do.%

I couldn't ieave without telling you these things.

Henr, J. Kuiser,
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Jenusry i8, 1949.

¥r. Benry J. Saiser, or., Chalrman,
Kulger~Frazer Corpor«tion,

1924, Broadway,

Oaxland 1'4:, California.

Daar Henry:

1 have been sympathetic toward you and your companies and
have followed your progress with great interest since you entered the
sutomobile field, I have always oppozed monopoly, whether in the field
of industry or finance, bscause the public welfare is best served by
adequate competition.

Many thousands of your cars huave been sold for $<,300 to
$3,000 each, and your assets have grown to §95,000,000,

But, Henry, if you want to help the average Amsrican, why
don't you offer him a care &t & price he can afford to pay? That would
be far better than your suggested azendment to Hegulation ® by which
you would weight him down with & lot of extrs debt in order to sell him
your car &t your preseat prices.

If you choose to spend your tine issuing statements against
me, or sguinst the Sozrd of which I happen to be & member, that is your
privilege. But it is most saddening to think cf Henry Kalver, the groat
production genius, devoting himself to such side lines instead of getting
down to the business of offoring the people of this country a car at a
price they can sfford to pay.

You know thut the bro:d cuestions to which you refer in your
four-page telegram of the lith could not be adequitely covered in a
brief letter. However, I feel thet I should et least try to correct
some of the misconstructions you seem detcrmined to place on my views.
Those views are outlined in an interview published in the “U.S, News
& World Heport® for Jenuary 7, 1949, and I am enclosing a reprint.

For the more than fifteen yeurs that I have been in public
service one of my chief concerns has been to prevent unother depression—-
or to moderate its revages us much &8 possible if it should unfortunctely
be forced on us av & result of man-made inflstionary excesses. That
is what the fight against infleticn is «ll about.
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¥Mr, Henry U. Kaiser —dm

You have your opinion 28 to the prosent status of inflation,
Others muy feel differently., As I sgid in the interview:

SA lot of scattercd evidence has been piling up receatly
indicating inflation is coming to an end and dosnward adjust-
ments sre developing in certain areas. Of course, whether you
think inflation is ovar depends upon the weight you place on
this evidence and whether you believe the basic forces thut
have caussd inflstion huve worked themselves out. Nsaturally,
&ny conclusion cen be upset by Government uction.®

Henry, I am sorry you refuse to recognize the amount of
inflation we have slrsady huad, snd that you delibarately close ysur
eyes to the further damage thst cuen be caused--to the country generally,
though perhaps not to some individuals--by unaocund efforts to hold
present inflated lovels. You are undoubtedly familiar with the facts.
But, of ¢ourse, Mo one is 8o blind as he who will not sse." To quote
again from the interview:

HConsumer prices are up an averzze of 75 psr cent since
1939, and sinco the end of the war they have risen about 35
per cent, Prices of housing, -ost foods, and muny other
consunigr a8 well us caplitel goods have lncreased much wmore,
An inflation of {his size brings with it serious dislocati ns
which make for future trouble., The longzer it ia allowed to
continue the zore difficult the ultimate adjustments.....

¥In order to mesintain gresent inflated ievels, we must
not use the props which sre appropriste for depression. That
is, we should not, at presunt infiuted prices, employ the
cushions that shovld be available to ease off & recessiovfsesss

%, .eeo(s0me of the cusions are) the huge bscklogs of
needs for all kinds of public works,.....the needs for privute
homes end many kiuds of dursble goods; «s well as eusing of
credit terts,.....l believe that a deflstionary adjustment
coming now would not be of long duration or too severe and
could be very salutary, whoreas, if we now waste our elements
of strength to sustain inflationary dislocstions, the post-
poned deflution would be much more serious and of longer durstiszn.®

Let nie repeat. If the country schieves a temporary stability
at the existing level of prices by the prop of & further sizavle credit
expansion, whether bank or otherwise, then it is storing up real trouble.
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¥r. Henry J. Kaiser -3

Henry, you can rest sssured that this Board carries out the
instructions of Congress. You will pardon me if I remind you that the
directives of C.ngreee and the ideas of Hanry Kaiser ure not necessarily
the same. This Board continuously reviews the condition of business—
all kinds of business. It constauntly re-examines credit policies iu the
light of changing conditions. Board policies sre both flexible and
sensitive. Tney are alao designed to serve the gensral welfare of all ine
stead of @pecial interests of a few--a feature thuat some may be inclined
to overlook.

Excessive instalment credit for sutumobiles at this tikme might.
Bive an upparent bubt temporary stability to some companies! profits by
further inflsating a demand that is alresdy generally in excess of supply.
But it would raise future problems that would make it harder for tne
country to maintain high production and employment. W®ould you wunt this
Board to esncourage such excessive credit now &t the cost of future trouble
for the country?

I have always said that too much should not be expected of
Regulation W. It 1s, of course, only natural that it should have some
effect, and the Board should endesvor to see thet it has such effect as is
appropriste in the circumstances., Only in thet way could the Congressional
intentl be carried out.

You know even betier tnan I that tnere are & number of other
factors influencing the automobile situation at the present time. I will
mentivn only a few. This is the off season. There has been much unfavor-
able publicity regarding gougling practices of some automobile deslers.
Many prospective custocmers are awaiting a “look-see" at new wmodels. 4ad
you cannot get eway frocm the fact that present prices are a real deterrent,
except perhaps in the lower priced lines whore there is still a substantizl
shortage.

It seems clear, therefore, that what your company needs to sedl
its cars is not longer credit terms but lower prices.

The reports of Congressional cozusittees are indeed of great
significance in showing the purposes of legisleticn. You are mistexen in
implying that the language in quotes in your telegram is from & report of
dugust 6, 1948, of the Senate Banking and Currency Comrittee on consumer
credit legislation., Howsver, the Senute Banking end Currency Commiltee
did stste the objectives of Regulation W very clesrly in its report«
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Kr. Heary J. Kuiser .

reconsending enactment of the present legisiation. Thal report shows
thut Hegulation ® 18 of special bsnefit to the person of moderwte or low
income. It shows that by guerding cpslnst excessive debt, Regulation ®
helps to protect the pocketbosx eand the job of the uvercge citizen.

I want to call bthab statsuent of the Commdttes to your atten-
tion, Henry, snd I hope you will find it in your heart to recognize the
evils of excessive debt that the Congress snd this Bourd are trying to
ward off but which you-\mmttmgly. I trust—have bsen trying to force
on the average amgericant

"Ouly harm could result from inducing millions of
Amarican fumiiies to o heavily into debl on too sauy
torms for goods &% the cresent hizh level of nrcies.
Tno excessive eredit buiit up in that way would not only
increase present inflaticnary cressurss; it would have to
be liguidited later out of current lacome should a down
swing #ccur, thus necesserily diverting thst incose from
the channels of consumer expenditures iz the ensuing period...

®,..excesses in the field...{of consumer credit) can
be harmful not only tu the people directly involved, but also
to millions of othars who wre penslized by the inflaticnury
sffects of wuch excesses. The person of small incose is the
one hit hardest when inflition pushes prices bey:nd hia resch,
end the cne who suffers cost when the resuiting deflation
throws him out of a jobs The legisiction should tend to
reault in directluag competition along tie iine of decressing
prices rzther than extending oxcessive credit terss. By naking
anue contribution toward preventing further inflstion o4 this
time, wnd thus toward mederatiug any ensuing deflsti.n, cun-
sumer instalwment credit cuutrols con especial.y a rve the
interssts of the person of low income in addition to serviug
the interests of all other: consumers aifected by our nstional
economy,® (Enphasis added)

¥ou will realize, of course, Henry, that the opinions in this
lztter are my own porsonel views and nzt necessarily those of the Buard of
Guvernors of the Federcl Heserve Yystom,

Sincerely yours,

8,5, Eccles,
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Mr, Marriner S, Eccles
Board of Govarnors
Federal Reserwe Sysiem
Washington, D. G,

Dear ¥y, Eccless

Y heard over the rsdio last night that the Executive Comniitee of
the Bational Automobile Dezlers dssocialion had officially recom-
wended to the Fedsral Reserwe Board to Iiberalize Regulation W to
allow 24 montha' installment oredit terms against the sale of now
cars, to permlt people of low income to purchase new ears for use
in going to and from werk.

The millrun of automobile dealers are not so altrulatice that they
think more of the interests of buyers them of themselves,

I was a Direcstor, Vice President, and a meuber of the Executive
Committee of NADA, for a mumber of years prior to 1948, I have been
a rotail dealsr, representing Dodze and Chrysler in Weoo, Texas, for
thirty-four years, I believe I am qualified by experiencs to know
sonmpthing about the soundnesg of automobile eredits,

Under the existing circumatances, I cannot conceive of eny movement
that would be, in the long-mm, more detrimental to the autamobile

industry, to the retail deslers, and to the buylng public, than to

mbile aredit terms to 24 momtha agasinst the purchase of new autow

00 S

The average person who camnot pay more than one~third dowm on the
purchase of a new sutomobile and liquidate the balance in 18 equal
monthly instaliments has no moral or economic right tc purchase a
new car above that price, Whenever you eatablish the basis of 24§
months! credit terms to purchasers of new automobilss, you are suto-
matically encouraging people to purchase out of their price clagss

-~ with resultant credit loases,

Mr, C, M, Wilson, Presidsnt of Genersl Motors, is quoted in Automotive
News, of January 24, 1949 issus, as stating (with reference to ex-
tending terms to purchase new automobiles), "I am not in too much of
a hurry to get too many folks in debt," In that same 1ssue, Mr,
Albert Bradley, Vice President of General Molors, 1s quoted as stat-
ing, *It would be unfortunate if every time business got a 1itils
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tough the oredits were strstched out frather so that a longer tem
becams the standard," I think, Mr, Eccles, you will agree thab those
gentlemen ere qualified by position and experience to speak wisely
on this subjeet,

Used Car inveniories ere high, and the market is becoming more
stagnant daily, and the prices of used cars are slipping fast,
Another fastor influeneing the market and sale of used oars is
that sll too many people, who pre-war wers normal used sar buyers,
nade eagy monsy during the war and for a peried after the wer,
and dissipated thelr earnings are are not now able to pay ecash
for new automobiles, as they could have done had new cars been
available in 195 and 1947, but whose appetites to purchase and
oun things beyond their means are not yet willing to live within
thelr price class and ere refusing to purchese good used gars,
T::tuishtopmhasenewaarsirtheycanbwthmonlongmugh
xist: 2

The automobile industry, an important factor in the economy of
this nation, grew to its mize and volums through the marketing

of used cars, Anything that tends to hamper the sals of used ears
will, in the end, circumscribs the sale of new ears, Therefore,
a balanced relstionship betwmen the sele of now cars and used
cars should alueys be maintained to insure a healihy operatiom

of this very importent industry, The easier you make it pomsible,
through long oredit terms or otherwise, for peopls to buy new
cars, the quicker you bring & stslemate on agsingt the sale of
ueged oars, which in twrn slows dowm the narmfasture of new oars,

In ny opinion, @ great herm will be done to the automobile industry,
both at manufasturing and retail, to the publie and to our naticnal
econony, if Regulation W ig liberalized to provide 24 monthst
credit terms to purchagsers of new sutomcblles,

Respeotfully,

{Signed) J, H, Mitchell
Je He Mitchsll

.org/
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The citation for the original is:

U.S. News & World Report, “Business Downturn: Is It Here?: An Interview with Marriner S.
Eccles,” January 7, 1949.
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WRIGHT PATMAN COMMITTEES:
BANKING AND CURRENCY

FIRST DISTRICT
STATE OF TEXAS SMALL HUSINESS OF THE HousE
JOINT COMMITTEE ON THE ECO-
NOMIC REPORT

1 2”?‘::;:‘;;: Iz:n::l‘:; ING @n ngt e ss nf tb e mu iteb ét at eg JOINT COMMITTEE ON HOUSING
P.O. BOX‘::::‘SI::::::;A.W %uugz ni Reptesentatihes MRS?SS::'E‘I‘-‘A;\’S:PAIN
Washington, B. €.

January 30, 1949

Honorable Marriner S. Eccles
Board of Governors

Federal Reserve System
Washington 25, D, C.

Dear Marriner:

It is certainly unusual, if not unfair, for you to

charge me with going beyond the bounds of fact and being
guilty of misrepresentation without making specific charges.
If you are attempting to make these serious accusations in

a way that it would be almost impossible for me to answer,
you have succeeded, since I have made so many statements
concerning Regulation W, about which you have written to me,
and have made many references to you, although not by name.

In fairmness, I think you should be specific and state
in what way I have misrepresented you and in what way I
have gone beyond bounds of fact. Your charges are very
general and, in fact, loose. Certainly you will not deny
advocating a recession, although you prefer in some conver-
sations to refer to it as a ‘‘re-~adjustment’’.

In your statement appearing in the U. S. News &
World Report, you are reported as stating:

*‘I believe that a deflationary adjustment coming
now would not be of long duration or too severe
and could be very salutary, whereas, if we now
waste our elements of strength to sustain in-
flationary dislocations, the postponed deflation
would be much more serious and of longer
duration,”’
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Honorable Marriner S. Eccles
January 30, 1949
Page 2

You have used the words ‘‘deflationary adjustment’’
instead of ‘‘recession'’, and you have also used the phrase
‘‘postponed deflation’' instead of ‘‘postponed recession or
depression'’. However, your arguments add up to one
thing, and that is that you have advocated and worked to-
ward a deflation. I am not questioning your sincerity of
purpose and I am assuming that you honestly believe that
if we do not have a depression now or recession that it
will be postponed as you state and will be more serious
later.

Concerning Mr. Henry J. Kaiser, you seem to think
there is something sinister in my activities against Regula-
tion W and Mr. Henry J. Kaiser, in view of the fact that
Mr. Kaiser is advocating the taking off of Regulation W-
and I am advocating practically the same thing. I assure
you that I am very glad to be on the same side with Mr.
Kaiser, a man who has demonstrated his civic-mindedness,
patriotism and ability both in time of peace and war.

You make the unequivocal statement in your letter
that automobile prices should be lowered, I would like to
inquire why should you as a member of the Board of
Governors of the Federal Reserve Banks be insisting that
automobiles or anything else be lowered in price? It has
never been my conception of the Federal Reserve Board that
it should be a glorified OPA.

If the Board takes the side of the big three in auto-
mobile manufacturing and actually succeeds in crushing and
destroying Mr. Kaiser and the other smaller manufacturers,
you will postpone the day when a lower priced car will be
possible,

It is true that most of the people, who are protesting
against Regulation W, want it eliminated entirely. 1 believe
that a majority and practically all of them would be satisfied
if you changed the Regulation as to automobiles, so that a

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Honorable Marriner S. Eccles
January 30, 1949
Page 3

purchaser will have twenty-four months to pay the remainder
due on a car after one-third down instead of eighteen months
as at present. If occurs to me that this comparatively small
change is too little for the great Federal Reserve Board to
seriously argue about,

Again I express the hope that the Board will view this
matter without prejudice or bias and make the small change
that will satisfy most of those, who are protesting against
Repgulation W,

Sincerely yours,

right tman,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

Felruary 1§ 1949.

EEISONAL AND CONFIDENITAL

Honorable Hright Patman,
House of Representatives,
Vashington, D, C,

Dear Wrights

You and X have been friends despits owr occasional dise
agreenents for 0o many years to fall out over the highly contro~
wversial subject of Regulation We I do think, however, it ought
to bo judged om its merite -~ or demerits in your eyes - sud not
by injecting personalities, Uhether you intended it or not the
press has singled me out as the object of your attacks end
particularly in ascribing to me, decause of your words, statements
to the effect that I fawvor & depression, HNow that is so absolutely
contrary to the facts that I naturally regeaxd it as mufalr, I cer-
tainly w13 deny that I ever advocatad a "recession®™, I have
sought on all ocecasions for some years nov to emphasise that the
inevitabls consequence of inflation is deflation and I have
stressed the podnt that the greater the inflation the more dif-
ficult and severe will be the inevitable aftermath, whather you
eall it deflation, depression, recession, readjusiment, or soos
other wvord, To say that I have advecated it, however, vhen I
have devolted all my energies {0 the extent of my abilities in
trying to evoid it is Just beyond the bownds of fact, The wnine
formed puhlic can easily be mislsd if they are told that I, or
any other member of this Board, "favors depression®,

u@yhighngud. I have told him, and I mean 1%, that I went
to sucoeod, He faces, as you know, mmzydiﬁh
cult competiiive situation and essentlally it is a price
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Honorable VWright Patwan 2o

compstition, That i3 the only reason why I have mentliored prices,
The Senate Banking and Currency Comeitiee in recommending ennctment
of consumer credit legislation said that ome of its purposss should
be "in directing competition along the line of decreasing prices
rather than extending exoessive credit terms,” Such a purposs
secus e reascnahle one, sinve 1t tends to benofit especially the
parson of moderate or low incoms In addition to helping all conw
sumers and the country generally, After all, the Congress auw~
wmwmnmmmmtmmmempm
has recomended that it bs conbinued, You will agree, I sm sure,
thatthesoardwtmitsbestjlﬂgmmtinsatﬁngmmm
deciding when to mske changes in the terms, There is no "prejuiice
or bdas® so far as I can digcover on the part of any member of this
Bma.

Aam}mow&mymrlmupeﬁenceaudhmﬂ.edgaor
the situation this subject i3 relatively unimportant as
with the need for arming the Roserve System with adequale usable
authority to deal with bank credit at the source,

let me say again that we have been friends far too long
to get overhaated about vhethor 18 months or 24 months is the more
approprinte maturlty for automobile credits ab this time, Anmpnnmy,
that is the sort of question that ean hawmily be settled by writing
lettors,

Best regavdn,

Sincarely yours,

M. S. Eccles

ETfrum
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