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The Board of Governors o f the Federa l Reserve System has recommended t o 
the Chairmen of the Senate and House Banking and Currency Committees a b i l l which 
would au thor ize the Board t o regu la te consumer ins ta lment c r e d i t . 

I f l e g i s l a t i o n i s t o be passed, we be l i eve t h a t consumer c r e d i t r egu la -
t i o n should be d i r e c t e d t o the v o l a t i l e sec tor o f consumer c r e d i t , t h a t i s , i n s t a l -
ment c r e d i t . This i s the pa r t which has been subject t o the g rea tes t f l u c t u a t i o n s 
i n the pas t , thus c o n t r i b u t i n g t o i n s t a b i l i t y and unemployment. I t i s a lso the 

1 pa r t t h a t i s now inc reas ing most r a p i d l y and doing most t o keep p r i ces on the up-
grade. 

Regulat ion under the proposed l e g i s l a t i o n would be i n much the same form, 
as i t was under the Board's Regulat ion W when t h a t r e g u l a t i o n was s t i l l i n f o r ce . 
A l lowing f o r appropr ia te except ions t o p rov ide a d m i n i s t r a t i v e f l e x i b i l i t y , the 
r egu la t i on would p resc r ibe maximum m a t u r i t i e s f o r a l l types o f ins ta lment c r e d i t 
and i n a d d i t i o n would p resc r i be minimum down payments f o r ins ta lment c r e d i t t o 
f inance the purchase o f impor tan t categor ies o f consumers' durable goods. The 
regu la t i on would accord ing ly cover not on ly ins ta lment c r e d i t f o r consumers' dur -
able goods but a lso ins ta lment c r e d i t f o r o ther consumer purposes, both of which 
con t r i bu te t o the accentuat ion o f business upswings and downswings and n e i t h e r 
of which can be sharp ly d isassoc ia ted f rom the o the r . At the. consumer. level , both 
ins ta lment s e l l i n g and ins ta lment l end ing are among the i n f l a t i o n a r y forces •aat 
are at the present t ime ' caus ing so much apprehension t o the publ ic , and t o the Con-
gress. 

. Genera l ly speaking, the ins ta lment terms f i n a l l y p resc r ibed by Regula-
t i o n W c a l l e d f o r m a t u r i t i e s o f hot more than 1.5 months and c a l l e d f o r down pay-
ments of at l e a s t o n e - t h i r d i n most cases and f o r 20 per cent in,some, cases. Under 
the proposed l e g i s l a t i o n , terms would, o f course, be v a r i e d from t ime t o t ime de-
pending upon changing economic cond i t i ons but w i t h a view t o r e s t r a i n i n g the de-
velopment of unsound c r e d i t terms and w i t h a view t o p reven t i ng .o r reducing ex-
cessive expansion or c o n t r a c t i o n o f consumer ins ta lment c r e d i t . These would be 
the declared s t a t u t o r y o b j e c t i v e s . 

Under e x i s t i n g cond i t i ons when the a r t i c l e s commonly f inanced w i t h i n -
stalment c r e d i t are f o r the most p a r t i n shor t supply r e l a t i v e t o demand, i t i s 
apparent t h a t the r e s t r a i n t s which could be imposed would he lp t o dampen the de-
mand and thus reduce the upward pressure on p r i c e s . Even when goods become a v a i l -
able i n l a r g e r q u a n t i t i e s , however, reasonable r e s t r a i n t s on consumer ins ta lment 
c r e d i t would serve a ' u s e f u l p u b l i c purpose, because they would tend t o induce 
s e l l e r s t o reach more customers by reducing p r i ces and improving q u a l i t y i ns tead 
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of by r e s o r t i n g t o a c o m p e t i t i v e " r e l a x a t i o n o f ^ ins ta lmen t c r e d i t terms w h i l e s t i l l 
m a i n t a i n i n g h igh p r i c e s . Under p r e v a i l i n g cond i t i ons o f maximum peacetime employ-
ment and n a t i o n a l income, i t ' would be economically- -unsound t o encourage people t o 
go deeper and deeper i n t o debt on i n c r e a s i n g l y easy - te rms. . , ' , . 

No tw i ths tand ing cont inued shortages o f goods, p a r t i c u l a r l y durab le goods, 
and n o t w i t h s t a n d i n g the r e g u l a t i o n o f consumer c r e d i t t ha t has been app l i ed , i n -
sta lment c r e d i t has expanded du r i ng the past 12 months by more than 2 b i l l i o n d o l -
l a r s . The economic e f f e c t of adding borrowed d o l l a r s t o cu r ren t income., t oge the r 
w i t h the unp receden ted^ l a r g e volume o f savings i n the hands of the p u b l i c gen-
e r a l l y , can on ly be. t o p ro long the p e r i o d o f i n f l a t e d p r i c e s . At t ie present t ime 
t h i s i s the r e a l l y c r u c i a l p o i n t . Easy c r e d i t terms would make no more goods 
a v a i l a b l e . They would on ly he lp t o h o l d p r i c e s h igh i n the marketp lace. Were 
goods a v a i l a b l e i n l a r g e r volume and were many consumers ab le t o f i nance t h e i r 
purchases on eas ie r c r e d i t terms, t h e r e i s l i t t l e ques t ion but t h a t the volume o f 
consumer i ns ta lmen t c r e d i t would inc rease even more rap i r d ly than i t has increased 
du r i ng the past year . 

The need f o r r e g u l a t i o n i s acute a t the present t ime but the need i s no t 
merely a temporary one. Exper ience has shown t h a t the excessive expansion and sub-
sequent c o n t r a c t i o n o f consumer i n s t a l m e n t c r e d i t c o n t r i b u t e s s u b s t a n t i a l l y t o 
economic i n s t a b i l i t y . I t s r o l e i n i n s t a b i l i t y i s i n c r e a s i n g as the years go by, 
w i t h the' growing importance o f consumers' durab le goods i n the economy. I t i s 
recognized t h a t the development ; o f t h i s type o f c r e d i t has gone hand i n hand' w i t h 
the u n p a r a l l e l e d i n d u s t r i a l .development o f t he n a t i o n . Ye t , i t i s equa l l y -s ig-
n i f i c a n t t h a t when compe t i t i on takes the form o f r e l a x i n g c r e d i t terms and i s ca r -
r i e d t o extremes, i t i s a symptom and cause o f economic unsoundness. M i l l i o n s o f 
people are encouraged t o .overpledge f u t u r e income.. Th is i n e v i t a b l y e n t a i l s i n -
s t a b i l i t y because the excessive c r e d i t extended du r i ng a business boom accentuates 
the boom and then has t o be l i q u i d a t e d out o f c u r r e n t ' .income on the downswing, 
which accentuates depress ion. The f a c t t h a t cu r ren t . income has t o be used t o pay 
o f f excessive i n s t a l m e n t debt created d u r i n g the business boom n e c e s s a r i l y d i v e r t s 
t h a t income f rom the channels o f consumer expendi tures i n the depress ion, espe-
c i a l l y i n the impor tan t sec to r o f consumers' durable goods. 

Vo lun ta ry e f f o r t s have been made f rom t ime t o t ime by f o r e s i g h t e d r e -
t a i l e r s , sa les f i nance companies, banks, and o the r lenders to prevent down pay an ts 
f rom becoming excess i ve l y sma l l and repayment pe r iods from' becoming over-extended 
i n t imes Of c r e d i t expansion. These e f f o r t s , however, have always been i n e f f e c -
t i v e because o f the aggress ive compet i t i on of those w h o ' w i l l no t v o l u n t a r i l y co-
operate i n t h i s o b j e c t i v e . Since the end o f Regu la t ion W, on ly th ree weeks ago, 
f o r example, and n o t w i t h s t a n d i n g e f f o r t s by many t o " h o l d the l i n e , " i ns ta lmen t 
c r e d i t terms have been growing more and more l i b e r a l i n many f i e l d s . C red i t terms, 
i n f a c t , have a l ready become too easy f o r these boom t imes . 

The present t r e n d o f expansion i n consumer i ns ta lmen t debt needs t o be 
c a r e f u l l y watched and r e s t r a i n e d so t h a t t he count ry s h a l l no t repeat t he p a t t e r n 
of i nduc ing American f a m i l i e s t o go h e a v i l y i n t o debt on too easy terms, p a r t i c u -
l a r l y f o r h i g h - p r i c e d goods many o f which are n o t . o n l y h i g h - p r i c e d but o f i n -
f e r i o r q u a l i t y . The d e c l i n e t h a t would be bound to f o l l o w would be f e l t no t on ly 
i n the durable goods i n d u s t r i e s but throughout t he economy. The. proposed r e s t r a i n t 
would he lp t o prevent a r e p e t i t i o n o f such an unsound sequence o f events. 
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.The Board f e e l s t h a t t h i s t ype o f r e g u l a t i o n , which i s o f a s e l e c t i v e 
charac te r , serves a u s e f u l purpose which cannot be reached by the exerc ise o f any 
powers ever bank c r e d i t i n genera l . The r e g u l a t i o n i s needed, t h e r e f o r e , as a 
supplement t o , and. no t a s u b s t i t u t e f o r , genera l c r e d i t c o n t r o l powers. Each i n -
strument has i t s proper p lace i n a we l l - rounded a n t i - i n f l a t i o n program. 

I n connect ion w i t h any Congress ional a c t i o n on the sub jec t , t he re --.re 
some l e g i s l a t i v e a l t e r n a t i v e s t h a t seem t o us t o deserve the c a r e f u l cons ide ra t i on 
o f the Congress. Execut ive Order No. 8843, under which Regu la t i on was issued, 
served i t s purpose reasonably w e l l . S i x years of exper ience, however, have shown 
t h a t i t would be p r e f e r a b l e f o r l e g i s l a t i o n on the- subject , t o convey independent 
a u t h o r i t y f o r the necessary r e g u l a t i o n r a t h e r than merely t o r e v i v e the Execut ive 
Order. 

For one t h i n g a s t a t u t e enacted a t t h i s t ime could p rov ide c l e a r e r md 
more app rop r ia te standards o r guides t o be f o l l o w e d i n p r e s c r i b i n g r e g u l a t i o n s . 
I n a d d i t i o n , i t cou ld p lace c l e a r e r and more p r e c i s e l i m i t s on the Board 's au tho r -
i t y as, f o r example, by l i m i t i n g i t t o on ly t h a t p o r t i o n o f consumer c r e d i t t h a t 
takes the form o f i ns ta lmen t c r e d i t . A b i l l c o n f e r r i n g such independent au tho r -
i t y could s t i l l be r e l a t i v e l y s h o r t , and i t would be d i s t i n c t l y more s a t i s f a c t o r y 
than a mere c o n t i n u a t i o n o f the Execu t i ve Order. Th is would be t r u e no t on ly f rom 
the s tandpo in t o f sound a d m i n i s t r a t i o n but a l so f rom t h a t o f g rea te r convenience 
f o r those sub jec t t o the l e g i s l a t i o n . 

The mat te r o f app rop r i a te enforcement p r o v i s i o n s a lso deserves the con-
s i d e r a t i o n o f the Congress. Such p r o v i s i o n s cou ld be i nco rpo ra ted more conven-
i e n t l y i n an independent b i l l such as we have suggested, but i n any event the 
problem i s one which the Congress would no t w ish t o ove r l ook . I t has been our 
experience t h a t the p e n a l t i e s a p p l i c a b l e under the Execu t i ve Order and the under-
l y i n g a u t h o r i t y i n the T rad ing w i t h the Enemy Act are so d r a s t i c t h a t i t i s d i f f i -
c u l t t o app ly them i n a c t u a l p r a c t i c e . To p rov ide enforcement t h a t i s both equ i -
t a b l e and e f f e c t i v e , i t i s e s s e n t i a l t h a t the re be s p e c i f i c p r o v i s i o n f o r cour ts 
o f e q u i t y t o a i d enforcement th rough t h e i r power t o enforce subpoenas•and e n j o i n 
v i o l a t i o n s . That i s a sound type o f enforcement machinery t h a t the Congress has 
adopted i n connect ion w i t h o the r s i m i l a r m a t t e r s . I f necessary, t h i s a u t h o r i t y 
could be g iven i n a s ing le -sen tence p r o v i s i o n through the i n c o r p o r a t i o n by cross 
re ference o f p r o v i s i o n s on t h i s sub jec t i n s t a t u t e s a l ready a p p l i c a b l e t o o the r 
agencies. 

The case f o r permanent l e g i s l a t i o n seems t o the Board t o be ve ry s t rong . 
I t i s impor tan t i n any event t h a t any l e g i s l a t i o n on the sub jec t should have a 
long enough l i f e r e a l l y t o achieve the o b j e c t i v e s o f t he Congress. We be l i eve the 
Congress would l a r g e l y de fea t i t s purposes i f i t a t tempted to con f ine the opera-
t i o n o f the l e g i s l a t i o n t o an undu ly sho r t p e r i o d . I t would be rash t o assume 
t h a t i n f l a t i o n a r y pressures w i l l s u b s t a n t i a l l y subside i n t he near f u t u r e . Fur -
thermore, any temporary s t a t u t e tends t o l ose much o f i t s e f f e c t i v e n e s s as i t 
approaches i t s t e r m i n a t i o n da te , and t h i s can become ser ious l ong be fo re t h a t date 
i s reached. Acco rd i ng l y , i f t he Congress i s not d isposed a t t h i s t ime t o enact 
permanent l e g i s l a t i o n , t he Board would recommend t h a t t he measure au tho r i ze ap-
p l i c a t i o n o f the necessary r e s t r a i n t f o r a p e r i o d as l o n g as t h ree yea rs . At any 
t ime w i t h i n t h i s pe r i od the' Board would be i n p o s i t i o n t o mod i f y whatever r e s t r i c -
t i o n s may be p r e s c r i b e d , or even t o remove them a l t o g e t h e r , i n t he event t h a t such 
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a c t i o n should be war ran ted by a change i n economic cond i t i ons a t any t ime du r i ng 
the p e r i o d . I t should be taken f o r g ranted t h a t the a d m i n i s t r a t i o n o f consumer 
c r e d i t r e g u l a t i o n must be, and would be, a l t o g e t h e r f l e x i b l e . 
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