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can only aggravate the pressure on capital equipment suppliers which it is the
purpose of the suspension to abate.

But this is not all. If the practice of manipulating the credit becomes estab-
lished, industry will take anticipatory action even before there are overt moves
for suspensions. (This would occur, of course, even under a parliamentary sys-
tem.) As soon as capital goods activity rises to a level suggesting the imminence
of such moves, protective commitments are in order.

These observations assume suspension on a commitments basis, with sufficient
time allowed to work off the outstanding backlog. Where this allowance is cut
short, as in the Long amendment mentioned earlier (four months), there is an
additional incentive for perverse reactions. If the threat of enactment is taken
seriously by industry, such a proposal is bound to touch off a stampede for the
acceleration of equipment deliveries scheduled after the deadline (its enactment
would of course have the same effect). Again the result will be the opposite of
that intended.

These considerations raise grave doubts about the effectiveness of credit sus-
pension as a means of restraint, quite apart from the administrative difficulties
to which it gives rise. It may well prove counterproductive.

2. PROBLEMS ASSOCIATED WITH RESTORATION

It is obvious that the restoration, or cut-in, phase of the temporary-suspension
cycle raises in reverse some of the same problems confronted at cut-out. There
is again the question of basis: should the cut-in be by installation or by com-
mitment? There is the question of timing: how can anyone tell at suspension
whether the scheduled restoration will be timely? There is also the problem of
anticipatory reactions: with the cut-in date known in advance, how can perverse
effects be avoided?

BASIS

‘While the average lead time between the commitment and installation of
eligible equipment is likely to be somewhat shorter at restoration than at sus-
pension, it is bound to be at least 6 months, and probably longer. This means
that if the restoration is on an installation basis it will apply to commitments
made long before the cut-in date. If on the other hand, it is on a commitment
basis, it will present the difficult administrative problems described earlier in
connection with the suspension phase. (In either case it will generate perverse
reactions, about which more in a moment.)

Most of the temporary-suspension proposals we have seen contemplate restora-
tion on an installation basis, though in the Administration plan it turns on
commitments. Here it is a question of balancing the administrative simplicity
‘of the installation-basis cut-in against the windfall gains conferred on then-
outstanding commitments. With a fixed cut-in date, such gains are certain to
be far smaller than the windfall losses from the exclusion of existing commit-
ments at the suspension stage. For since the cut-in date is known in advance,
most of these commitments will have been made in expectation of the credit.
(Where the restoration date is indefinite, more of them will have been entered
into without reference to the credit.)

TIMING

If there are timing problems at the suspension stage, they appear also, though
in different form, at restoration. No one can tell at the time of suspension
how long the period should last. Should it be one year, two years, or three?
If the cut-out is likely to come, as we have suggested, near the end of the capital
goods boom, even one year may be too long. In other cases it may not be long
enough.

Sorgne temporary-suspension schemes allow the President to extend (but not
to shorten) the period by proclamation. This gives one-way flexibility, but it in-
troduces an undesirable element of uncertainity in business planning. Until
it is known whether the scheduled cut-in date will be deferred, capital budget-
ing must proceed in the dark. A similar climate of uncertainty will exist, of
course, if the suspension is for an indefinite period in the first place. .

PERVERSE REACTIONS

It is here that the greatest difficulty arises. The restoration of the credit
after a period of suspension is equivalent to a general price reduction of 7 per-
cent® This is worth waiting for.

13 Again with the exception noted earlier for equipment with a life of less than 8 years.



