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CONFIDENTIAL

EXECUTIVE ORDER

REGULATION OF CONSUMER CREDIT

Faly-25-1941-Drafs}
{FULY 25, 1941 DRAFT)
DECLARATION OF NECESSITY AND PURPOSE

WHEREAS, a large volume of credit is being devoted to financing
and refinsmcing purchases of consumers' goods and services through exten-
sions of credit that usually are made to individuals and to a large extent
are on an instalment peyment basis; and

WHEREAS, the conditions under which such credit is available e
eonsumers have an important influence upon the volume end timing of demsnd,
not only for the particular goods and services purchased on credit but also
for goods and services in general; and

WHEREAS, liberal imnebeimemt TERMS FOR SUCH credit $e»me tend to
stimlate demand for CONSUMERS' durable goods the production of which
requires meterials, skills, and equipment needed for national defense; and

WHEREAS, the extension of SUCH credit $e-eemsumers in excessive
volume tends to generate inflationary developments of increasing consequence
as the limits of productive capaclty are approached in more and more fields
and to hinder the accumulation of savings aveilable for financing the de-
fense program; and

WHEREAS, the public interest requires control of the use of in-
stalment eredit for finsncing and refipnancing purchases of consumers' dur-
able goods the production of which absorbs resources needed for national
defense, in order (a) to facilitate the transfer of productive resources

to defense industries, (b) to assist in curbing unwarranted price advances
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and profiteering which tend to result when the supply of e-eemmedisy SUCH
GOODS is curtailed without corresponding curteilment of demand, (c¢) to
assist in restraining generasl inflationary tendencies, to support or
supplement taxstion imposed to restrain such tendencies, and to promote
the accumuletion of savings aveilable for finsncing the defense program,
(d) to aid in creating a backlog of demsnd for consumers' dureble goods,
and (e) to restrain the development of a consumer debt structure that
would repress effective demand for goods and services in the post-defense
period; amnd

WHEREAS, in order to prevent evasion or avoidance of this
Order end such regulations as may be prescribed to effectuate its pur-
poses, means should ALSO be availsble for regulating the use of other
instalment credit snd other forms of credit usually extended to con-
sumers OR ON CONSUMERS' DURABLE GOODS; AND

WHEREAS, IT IS APPROPRIATE THAT SUCH CREDIT BE CONTROLLED
AND REGULATED THROUGH AN EXISTING GOVERNMENTAL AGENCY WHICH HAS PRIMARY
RESPONSIBILITIES WITH RESPECT TO THE DETERMINATION AND ATMINISTRATION
OF NATIONAL CREDIT POLICIES.

NOW, THEREFORE, by virtue of the authority vested in me by

section 5(b) of the Act of October 6, 1917, as smended, and by virtue
of all other authority vested in me, end in order, in the national emergency
declared by the President on May 27, 1941, to promote the national defense

and protect the national economy, it is hereby ordered as follows:

ADMINI STRATION

Section 1{a). The Board of Governors of the Federel Reserve

System (hereinafter called the Board) is hereby designated as the agency
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through which transfers of credit between and payments by or to banking
institutions (as defined herein pursuant to section 5(b) of the aforesaid
Act) which counstitute, or arise directly or indirectly out of, any extension
of credit of a type set out in section 2(a) of this Order shall be investi-
geted, regulated, or prohibited.

(b) The Board shall, whenever it deems such action to be neces-
sery or appropriate, take any lawful steps herein authorized and such other
lawful steps as are within its power to carry out the purposes of this Order
and mey, in administering this Order, utilize the services of the Federal
Reserve Banks and any other agencies, Federal or State, which are available
and appropriate.

(c) The Board shall, so far as practicable, coordinate the per-
formence of its functions under this Order with other phases of the program
for national defense and for protecting the national economy. To that end
the Board shall maintain liaison with the Administrator of the Office of
Price Administration and Civilian Supply, who may from time to time make
recommendetions to the Boerd with respect to questions of policy arising
under the Order. The Board shall also maintain SUCH liaison with esueh
THE SECRETARY OF THE TREASURY, THE FEDERAL LOAN ADMINISTRATOR, AND WITH
other departments and agencies of the Federal Government, and with such
other public or private agencies and persons, as the Board may deem neces-

saxry or appropriate to carry out the purposes of this Order.

RESULATIONS
Section 2(a), Whenever the Board shall determine that such ac-

tion is necessary or appropriate for carrying out the purposes of this
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Order, the Board shall prescribe regulations with respeet to transfers and
peyments which constitute, or arise directly or indirectly out of, any
extension of instalment credit for the purpose of purchasing or carrying
any consumers' durable good EXCEPT A RESIDENTIAL BUILDING IN ITS ENTIRETY;
and the Board may in addition, to the extent deemed by it to be desirable
and feasible in order to prevent evasion of such regulations as may be so
prescribed or in order to control forms of credit the use of which might
defeat the purposes of this Order and such regulations, prescribe regula-
tions with respect to transfers and payments which comstitute, or arise
directly or indirectly out of, (1) any other extension of instalment eredit,
or (2) any other extension of credit for the purpose of purchasing or car-
rying any consumers' durable good, or (3) any other extension of ecredit in
the form of a loan other than a loan made for business purposes to a busi-
ness enterprise or for agricultural purposes to & person engaged in sgri-
culture. Such regulations may be preseribed by the Board at such times and
with such effective dates as the Board shall deem to be in accordance with
the purposes of this Order.

(b) Such regulations may from time to time, originally or by
amendment, regulate or prohibit such transfers and payments or exempt them
from regulation or prohibition and may clessify them according to the nature
of the transactions or goods or persons involved or upon such other basis
as may reasonably differentiate such transfers and payments for the pur-
poses of regulations under this Order, and may be made applicable to one
or more of the classes so established; end, without limiting the generality

of the foregoing, such regulations may require transactions or persons or
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classes thereof to be registered or licensed; may prescribe appropriate
linitations, terms, and conditioms for such registrations or licenses; may
provide for suspension of any such registration or license for violation of

any provision thereof or of any regulation, rule, or order preseribed hereunder,
may prescribe appropriate requirements as to the keeping of records and as

to the form, eontents, or subastantive provisions of contracts, liens, or

any relevant doeuments; may prohibit soliecitations by banking institutions
which would encourage evasion or avoidance of the requirements of any regu-
lation, license, or registration under this Order; and may from time to

time make appropriate provisions with respeet to --

(1) The maximum smount of credit which may be extended om, or
in connection with any purchase of, any consumers' durable good;

(2) ‘The maximum maturity, minimum periodic payments, and maximum
periods between peyments, whieh mey be atipulated in connection with exten-
sions of credit;

(3) 7The methods of determining purchase prices or market values
or other bases for computing permissible extensions of credit or reguired
down-payments; and

(4) Special or different terms, conditions, or exemptions with
respect to new or used goods, minimum original ecash psyments, temporary
credits which are merely incidental to cash purchases, payments or deposits
usable to liquidate eredits, and other adjustments or special situations.

(¢) On and after the effective date of any regulation prescribed

by the Board with respect to any extension of credit of a type set out in
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section 2(a), and notwithstanding the provisions of any other proclamationm,
order, regulation or license under the aforesaid Act, all transfers and
payments which are in violation of such regulation shall be and hereby are
prohibited to the extent specified in such regulation.

(d) Neither this Order nor any regulation issued thereunder shall
affect the right of any person to enforce any contract, except that after
the effective date of any such regulation every contract which is made in
connection with any extension of credit and which violates, or the per-
formance of which would violate, any provision of such regulation (other
than a provision designeted therein as being for administrative purposes),
and every llien, pledge, seller's interest in a conditional sale, or other
property interest, subject to the provisions of sueh contract or created in
conpnection therewith, shall be unenforceable by the person who extends such
eredit or by amny person who acquires any right of such person ir such con-
traet, provided that such disability shall not apply to any person who ex-
tends such eredit, or acquires such right for velue, in good faith and
without knowing or having reason to know the facts by reason of which the

making or performance of such contract was or would be such a violation.

REPORIS

Section 3. Reports concerning the kinds, amounts, and character-
istics of any extensions of credit subjeet to this Order, concerning trans-
fers and payments which arise out of any such extensions of credit, or
concerning circumstances related to such extensions of credit or such
trensfers or payments or to the regulation thereof, shall be filed on such

forms, under oath or otherwise, at such times and from time to time, and
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by such persons, as the Board may prescribe by rule, regulation or order
as necessary Or appropriste for enabling the Board to perform its functions
under this Order. The Board may require any person to furnish, under oath
or otherwise, complete information relative to any tramsaction within the
scope of this Order, including the production of any books of account, con~-
tracts, letters, or other papers, in connection therewith in the custody

or control of such person.

DEFINITIONS

Section 4., For the purposes of this Order, unless the context
otherwise requires, the following terms shall have the followlng meanings,
provided that the Board may in its regulstions give such terms more re-
stricted meanings:

(a) ™"Person™ has the mesning set forth in section 5(b) of the
Act of October 6, 1917, as amended.

(b) "Transfers and payments" means "transfers of credit between
and payments by or to beanking institutions".

(¢) "Banking institution" means any benky-eny-lear-eompanyy-any
getes-finaneeo-eompanyy-and-any-deater;-gtore-or-other-vendor-or-othor-por-
geny-epgaged PERSON ENGAGED primarily or incidentally, as prineipal, sgent,
broker or otherwise, in the business of embenmdimg MAKING EXTENSIONS OF
credit, e»-eof-puvebasingy-diseouniingy-holdingy-or-otherwine-deating-in
ebligetions-erising-oui-of-exiensions-of-eredisy AND INCLUDES, WITHOUT
LIMITATION, ANY BANK, ANY LOAN COMPANY, ANY FINANCE COMPANY, AND ANY

RETAILER OR OTHER VENDOR OF CONSUMERS' DURABLE GOODS WHO IS SO ENGAGED.
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(d) "Consumers' durable good" ineludes any good, whether new or
used, which is duraeble or semi-durable and is used or usable for personsl,
family or household purposes, and any service connected with the acquisition
of any such good or of any interest therein.

(e) "Extension of credit"™ means any loan or mortgasge; any instal-
ment purchase contract, any conditional ssles contract, or any sale ef-geeds
or contract therefer OF SALE under which part or all of the price is
peyable subsequent to the making of such sale or contract; any rental-pur-
chase contract, or any contract for the bailment or leasing of geeds PROPERTY
under which the bailee or lessee either has the option of becoming the owner
of-$he-goods THEREOF or obligates himself to pay as compensation a sum
substantielly equivaelent to or in excess of the value THERFOF ef-the-goeds;
any contract creating any lien or similar claim or pewsemel property to be
discharged by the pasyment of money; any HOLDING, purchase, discount, or
other acquisition of, or any extension of credit upon the security of, any
obligation OR CLAIM arising out of any of the foregoing; and any transaction
or gseries of transactions having e similar purpose or effect.

(f) An extension of credit is an extension of "instalment credit™
if the obligor undertskes to repay the credit in two or more scheduled pay-
ments or undertekes to make two or more scheduled payments or deposits usable
to liquidate the credit, or if the extension of eredit has a similar purpose
or effect, or if it is for the purpose of financing a business enterprise
which makes such extensions of credit.

(g) An extension of credit is "for the purpose of purchasing or

carrying any consumers' durable good" if it is directly or indirectly for
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the purpose of financing or refinancing the purchase of any consumers' dursble
good or is directly or indirectly secured by any consumers' dursble good,

or if the extension of credit has & similer purpose or effect, or if it is

for the purpose of finencing a husiness enterprise which makes such exten-

sions of credit.

PENALTIES
Section 5. Whoever willfully violates or knowlngly participates
in the violation of this Order or of any regulation em»-1ieemse prescribed
ow»-igsued hereunder, shall be subject to the penalties spplicable with
respect to violations of section 5(b) of the Act of October 6, 1917, as

emended.

AMENDMENT

Section 6. This Order may be amended or revoked at amny time.

THE WEITE HOUSE,

July |, 1941

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





