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¥Mr, Eccles

Ke: Proposed consumer credit bill of Estionsl
Retzll Credit Acsociation

There is probably & place in our finsnecisl system for institutions
that will provide for purchasing or rediscounting of consumer cradit
paper, not only as a mesns of unlocking certain Troszen consumer credit
but slso &8 & permanent sid tc ihe esteblishment of grester accommods—
tions to consumers and to the development of more uniform lending prec-
tices. In order thst such rediscounting facilities be made avallable
inmediztely will probably require governmental assistance and I see no
reason why this should not be & proper use for R. F., C. funds.

If estimetes upon the shrinksge in the volume of consumer credit
during this depression are rellable it would seem desirable for seversl
ressons that a grester attezpt be made to obtain e more normel volume
of such credit. 4 funding of existing debt would tend to relieve pres-
sure of liquidstion end head of{ possible bankruptciess Alse it would
ensble buginess concerns to carry larger amounts of consumer credit if
the present frosem ecredit were unlocked. If rediscounting fscilities
wvere offered thers would be a greszt:.r incentive to offer eredit accommo-
dations to consumers and if [isanced properly would lesd to & desirsble
increage in the supply of zonsy in the country.

Also commercial banks would probably be more willing to meke sd-
vences to imstitutions of this type provided they are scundly capitsl-
ized. Considering the small volume of acceptable loan spplications
from business firms snd the large wvolume of excesz reserves held by
banks, lozns to consumer credit rediscounting asgencies offer a field
that the banks of the country might profitably exploit. Of course the
paper is not eliigible for rediscount st the Federal Feserve and this
fuct might prove somewhat of & deterrent.

8o far as the present bill is concerned it seess to me that it is
toc obviously for the beneflit of the present creditors rather then ibhe
consumers end ibat any bill must wore equitably irest both parties in
the picture to receive idministrstion support. The cosi to consusers
is probebly too high as outlined in this bill, and there asould be prace—

~tieally no profit allowed from the rediscounting operstionz to the

mevchants who use the facilitiss of these institutions.

L& tentative propossl might be that the entire face value of the
louns wuich are turned over to the corporations by merchant creditors
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shoulé not be peld out im full but thet a 158 deferred credit should be
held by the corporation to protect it against possible losses from the
consumers fallure to meet their instalments. As lesns are pald off the
deferred credits would then be made available to the creditors who had
rediscounted or sold paper to thne institutions. How much return should
be zilowed on thess funds would depend upon the profits of the imstitu-
tion tut probably there should be = rather low maximum thai may be psid
and that if grester profits appesr consumers should benefit by obtaln-
ing lower interest charges, Whst percentage should be kept as deferred
credit is of course difficult to say but it seems to me that it would Dbe
better to start oui with a figure like 158 which would be relatively
high snd then as new losns are offersd to the institutions inm the future
there might be a provision which would permit the R, F. C, to reguire
more or less to remain with the institutions as experience im losaes is
obtained tarcugh actual opsration. The R, F. C.'s contribution to pre-
ferred stock should be lerge enough Lo secure sdequate capitaliszation.

In regard to the manageszent of these institutions it aight be all
right to have the directors appointed by the borrowers who would have
voting rights in proportion to the amount of deferred credite which
they have with the institutions. However, the B, F. C. should have the
pover of examination anc supervision of the institutions snd should see
thet losses are proupilly charged off spd that the handling of the insti-
tutions iz such that consumers are given the advantage of &8 low ralss
a8 possible,
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