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Under existing conditions when the articles commonly financed with in-
stalment credit are for the most part in short supply relative to demand, it is
.epparent that the restraints help to dampen the demand and thus reduce the upward
pressure on prices. Even when goods become available in larger quantities, how-
ever, reasonable restraints on consumer instalment credit would serve a useful
public purpose, because they would tend to induce sellers to reach more customers
by reducing prices instead of by resorting to a competitive relaxation of instal-
ment credit terms while still maintaining high prices. Under prevailing condi-
tions of maximum peacetime employment and national income, it would be economically
unsound to encourage people to go deeper and deeper into debt on increasingly easy

terms.

To illustrate: the prices of automobiles in the used car market today
reveal a serious lack of balance between supply and demand. In that market, 1947
cars in the lowest price lines are selling for premiums of $300 and $400 above the
delivered prices established for these cars when new. Prices of older used cars
are in proportion. These prices have been holding firm, and even showing some
tendency to rise, notwithstanding the present credit restrictions. With the added
demand for both new and used cars which would result from the removal of credit
restrictions and with a supply of both which is strictly limited by the productive
facilities, labor supply, and materials 2vailable, there is no likelihood that
there would be the downward adjustment in prices of used cars that is so much
needed. On the contrary, if credit restrictions are removed, there is every rea-
son to expect that the present abnormally high prices of used cars will increase
further in relation to the prices established by manufacturers for new cars. A
downward adjustment in used car prices is especially needed by the working people
and the lower income groups who make up the principal market for used cars.

Notwithstanding continued shortages of goods, particularly durable
goods, and notwithstanding regulation of consumer credit, instalment credit ex~
panded during the past 12 months by more than 2 billion dollars. The economic ef-
fect of adding borrowed dollars to current income, together with the unprecedent-
edly large volume of savings in the hands of the public generally, can only be
to prolong the period of inflated prices. The premeture relaxation of restraints,
or their complete removal, would make no more goods available. It would only
help to hold prices high in the marketplace. '

With existing shortages in consumers' durable goods and the restraint of
Regulation W, the volume of consumer instalment credit has not reached a point
where it could be considered excessive as viewed in relation to the level of na-
tional income and production. The restraint is now imposed because of other cur-
rent factors such as the high individual incomes and the large cash resources
which consumers widely possess as related to the supplies of consumers' durable
goods available. Were goods available in larger volume and were many consumers
able to finance their purchases on easier credit terms, there is little question
but that the volume of consumer instalment credit would be much higher. As an
indication of the potentialities, sales of consumers' durable goods in 1946 were
nearly twice the dellar volume of such sales in 1940 but the volume of instalment
sales credit extended in 1946 was less than three~fourths of the instalment sales
credit extended in 1940. Thus with the elimination of restraint and the larger
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to the adoption of a Joint Resolution providing that consumer credit controls should
continue under the existing Executive Order until a specified date, such as July 31,
1948, and then be automatically terminated. If the regulation were continued on
this basis, the Board would be in position to modify or remove the present restric-
tions in the event such action should be warranted by a change in economic condi-
tions at any time during the coming year. The substance of such a Resolution might
be along the following lines:

Resolved by the Senate and House of Representatives of the United
States of America in Congress assembled, That the Board of Governors
of the Federal Reserve System is authorized to continue to exercise con-
sumer credit controls pursuant to Executive Order No. 8843 until July 31,
1948 and, except during any war beginning after such date or any national
emergency proclaimed by the President after such date, no such consumer
credit controls shall be exercised after such date.
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