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REGULATION OF CONSUMLR INSTAL.ENT CREDIT

occas: Ihe Board of Governors of the Federal Reserve System.on ngeral
<uth lons in the past.hus recommended.to the Congres; legls%at}on which would
orize the regulation of consumer instalment credit. This is the sector
theigg?umer c?ediF whlch.ha? bgeg subj?ct to wicde fluctuations %n thg past,
Neas v contr}buplng to 1nsuab1}1ty and unenployment. The Egarq believes that
oaBures pernitting tie moderation of these fluctuations, which are tending to
2°rease in size and influence, are an essential part of & progranm to achieve
°fa2i? production and employment at meximum levels, & declared nuational goal
18 country.

regt .The angress.has before it gt ?his time a resolution wpich would
BXero?e’ in so far s instalment credit is 9oncerned,_the authority that was
eaSClsed f?om 1941 to 1947 thrpugh Regulation V. This would be a temporgny
Od-ure designed to he}p‘meep the special inflationary pressures which exist
Dre%y' The Boar@'g opinion is that, while pernanent legislatiog would be
por&erable, conditions are such as most urgently to reouire action and o tem-

Ty measure is better thun none. To have any real usefulness, hovever,
éeisauthority should be provided for a sufficiently long pe;iod so that
.. 9ong subject to regulation will realize their responsibility und adhere to
ndg.provisions. ror this reason, we believe tuat any legislap?on on.this
Ouiect should extend at least until Jgne 3G, 1950. .Qurlng this perloé, of
OUdEiiothe Board would be able to modify the reguletion to neet changing

ns.

forp . Regulation unde? the prgposed }egiﬁlation would be in mgch the same
‘WUidds it Ve under the bggfd‘s Aegulat}on W vhen that.was lasp in force. It
pu‘pchqc:over instalnent ciedit, not only 1nstal@ant credit for.flnanC1ng the
Sume Se of consumers' durgble goo@s but.also instalment credit fgr.other con-
Vews T purposes, both of which ere inflationcry under present conditions. It
Prescribe maximum maturities and mininum down paynents as did Regulation

b;OS?E_not necessarily at the saie levels. The1?roposeg legislation includes
hxeclulon for more approprlate enforcement machinery tnan was available under
W Utive Order No. 8343 which authorized Regulation . Courts of ecuity

. be empowered to aid enforceient by enjoining violations, as provided in

§1slation dealing with sinilar matters.

Sty The case for this legislation seems to the Board to be particularly
ong in the light of the general conditions whichk now exist. During the
yYears that have elapsed since V-J Day, the American public has gone into
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debt more rapidly than in any other period in our history. At the same time
°°n§umers in general have been fully employed, have received a record amount
income, and have continued to increase their exceptionally large holdings
}IQUid assets., The large volume of consumer spending from current incones,
Tapid turnover of accumulated savings, and increased borrowing, acconpanied
by.limits on output of goods and services, have contributed to the upward
SPiral of prices.

Consumer credit consists of both instalment credit and single-

Payment credit. !ide fluctuations in the total volume of consumer credit
?ver the years have reflected principally changes in instalment credit. The
‘Mportance of these changes is indicated by the chart., The 1942-43 decline

this type of credit accounted for more than &5 per cent of the decline in
ﬁOtal consumer credit, while the postuar rise in instalment credit accounted
Ltor 60 per cent of the total rise., Other forms of consumer credit fell very
little in the early war period and began to increase earlier than instalment
Credit, Their greatest growth occurred in 1946, and in recent months a
‘endency to level out has appeared. Instalment credit, on the other hand,
aS continued upward.

Instalment credit outstanding rose 2.3 billion dollars from June
to June 1948, about 15 per cent more than the 2 billion dollar increase
of the previous 12 months. The rate of advance appeared to be falling off
N the first quarter of 1948, but in the second quarter there was a picli-up
N activity and the net gain in outstanding credit was again 15 per cent
above that of the corresponding period of the previous year,

An indication of the increasing frequency of the use of instalment

Credit is given in the Consumer Finances Survey made for the Board of Gover-
NOrs, The informetion was obtained by interview of a selected sample of con-
Sumer spending units in the country, each unit being a group of persons in
o ® same family and dwelling who pool. incomes to meet major expenses., Data
rom the survey show that one out of overy four consumer spending units, or
@pproximately 12 million spending units, bouszht on the instalment plan (instal-

sale credit) in 1947 as compared with a ratio of one out of every seven
Or eicht in 1946. Instalment loans at bauks, loan companies, credit unions,
anq other such agencies were obtained by 15 per cent of all consumer spending
Wits in 1947 (7 nillion spendiny units) as compared with 13 per cent in the
preCeding vear, There vas some evidence to indicate that the new users of
SUuch credit were concentrated in the middle and upper income classes, princi-
Pally those with incomes of above {3,000 a year.

Reports on instalment buying terms throughout the country indicate
th?t vhen Regulation !I was terminated many, oredit grantors adopted credit pol-
ities that vere considerably less restrictive than those recuired by the reg-
Wation but somevhat more restrictive than those prevailing before the var,

recent months there has been a further relaxzation in the down payment and
Taturity requirements in instalment credits for practically all catezories of
Curab) e goods, Competition has been the primary factor leading to lower down
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PaY§ents and longer maturities; vhen one important retail outlet in a com-
Mnity relaxed terms, other stores soon felt that it was necessary to Tollow,

The prospect for the balance of this year is for increased use of
Consumer instalment credit, further reduction in down payments, and lengthen-
of maturities. Tomether with the seasonal rise in the use of instalment
credit during the late months of the year, these factors suzgest a grouth
€xceeding that which occurred in the first six months.

The increase in instalment credit this year is of special signifi-
cance because it is talking place notwithstanding the fact that the output of
Consumers' durable oods is no longer growing. Uith a rise of 35 per cent in

urable zoods in 1946, there uas an increase of 55 per cent in instalment
Credit, 1In 1947 the percenta;e increase in instalment credit of 55 per cent
accompanied a growth of but one-third in durable zoods, Gradually, the in-
Creases in credit have outstripped the expansions in output of goods. By
the middle of 1947, durable goods production had stabilized at a level that
has been maintained up to the present time, Yet instalnent credit continued
;g rise ~- one billion dollars for the first six months of 1948 and more in
Ospect,

——_ In view of the currcnt‘ti;ht situatiop in supnlies o? labor and
erials, further expansion of instalment credit can neither increase output
20r put more people to work, It can only add more purchasing pover to the
alr?&dy suollen spending stream and reinforce inflationary pressures. Inter-
Rational developments, moreover, inevitably add pressures in the markets for
Consumers' durable goods.

Because more purchasing pover is being added to a supply of funds
lready excessive in relation to available zoods, expansion of instalment
creC}it under present conditions is of an inflationary character irrespective
Of its relative level as compared, for example, vith national income. lhile
Credit outstanding now amounts to no more than 3.9 per cent of annval dis-
Posable income in the United States, as compared uith a range of 5,5 per cent
. 7.1 per cent in the years just preceding the var - the highest levels on

ecord - conditions today are much different. In the year 1940, Zor example,
Yhen the percentage was at its peak, averaze unemployment vas 14,5 per cent

°f the total labor force, according to the Bureau of Census estinates, as
f°mpared with 3,5 per cent in 1947, In other words, there is no slack today.
lore credit cannot call forth more goods - it can only add to the upward pres-
Sure on prices.

It should be noted that the Board's position on regulaticn of in-
Stalment credit is not to be taken as in any way indicating a feeling that
all instalment credit is undesirable., The problem is to prevent the abuse -
. the use - of credit. A damping of disruptive fluctuations is what we are
l?terested in, and more stability at levels related to the conditions of the
e,
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Since the end of legulation W a number of trade associations of
Credit grantors have urged their members to exercise caution in liberalizing
terns and expanding portfolios, Such efforts have undoubtedly had some effect
in roderating the increase in instalment debt. These voluntary efforts, how-
€ver, have not succeeded in preventing gradual reduction in the down payments
and lengthening of the maturities advertised by credit grantors, Iasy terms
are rapidly approaching those which were offered before the war,

How is the time when it is in the best interest of all consumers
%o save more and spend less. This is the time to reduce - not to increase -
debt, This is a time for restraint - voluntary, yes, but reinforced, much as
Ve all dislike compulsions, so far as necessary to protect the real interests
of all of us.

Finally, the Board has asked me to reiterate asstrongly as possible
that rezulation of instalment credit is a tool - but only a supplementary
tool - for dealing with the problem of inflationary credit, By itself it
Camiot do the job. To be adequately effective, it must be buttressed by the

88ic bank credit controls which the Board has advocated repeatedly, begin-
Ning yith its 1945 annual report to Congress.






