























-6 =

massive speculative attack even in the case of a currency as vulnerable to
~speculation as sterling,

N If a country incurs large and continuing balance-of-payments
deficits for a long enough period of time, it will of course lose all its
external reserves (including readily available external aid), This fact
provides a strong incentive for countries to follow policies designed to
prevent long-continued drains on their external reserves, One might reason~
ably conclude, in fact, that even if the "mechanism of external adjustment!
envisaged by gold-standard theory does nat exist or is not allowed to operate,
the need to avoid exhaustion of external reserves will at some peint motivate
adjustment semi-automatically; the facts of the case will eventually compel
official action to correct the situatinn, What happened in France in 1956-58
is a clear case in point, The questicn that now arises is whether there is
any cempulsioen toward corrective action in the case of countries in chrenic
external surplus,

III. Balance-of-payments discipline in the case of chronic external surpl;s

The outstanding present-day case involving the question of balance-
of-payments discipline against chronic surplus pesitions is, of course,
Germany. Since 1952, official German reserves of gold and foreign exchange
Lave risen from the equivalent of a little over $1 billion to more than $7
billien. This year the sfficial reserves increased by the equivalent ef
$2 billion through November; the current-account surplus fer the year is ex~
pected to be substantially less than half that amount, the remainder con-
slsting largely of an inflow of what are essentially short-term funds., Despite
various measures to curtail this inflow, it has continued--via channels that
circumvent the controls--partly because of the attraction of high interest
rates, and partly because there has clearly been some recurrence this year
of speculation on a revaluation of the deutsche mark, However, the German
authoritles have denied any intention to take such action, and for seme
menths they have been concentrating on the preparation of a package of
alternative measures for curtailing the over-all surplus, centering in a
substantial increase in German long-term ald to under-developed ceuntries to
a figure on the order of $1 billion. Part of this program requires legislative
approval, and the necessary legislative action has not yet been completed,
Even after the program is in effect, some time will have to elapse before
its effectiveness can be judged,

A country in chronic balance-af-payments surplus obviously cannot
go on pliling up reserves forever, because the deficit cecuntries will eventually
rebel, and take steps to curtail the drain on their reserves., Hewever, ex-
perience shows only teo clearly that the piling up of reserves by a surplus
country can continue for many years. The main reason for its having done
s in the German case stems from the fact that the German economic position
has been one not only of chronic external surplus but also of almost equally
chronic internal boom. In such a situation, the policies needed for internal
balance and the policies needed for external balance are in cenflict--or
at least they appear tn be in conflict--and priority has been given to the
problem of internal balance, This has been done through the application of




-7 -

strong anti-inflationary policy, which of course has contributedfheavilyi
to the maintenance of the external surplus, |

necessarily sacrificing either objective--that of maintaining internal =
financial stability, and that of restoring external balance. In debates
over the German problem, however, the main issue has not beenvwhether~a?501u—'
tion was possible, but whether achievement of a solution necessitated changes
in German policy, The official German view has tended to be that economic
conditions and tendencies inside Germany will eventually solve the external
problem more e¢r less automatically, These conditions and tendencies include
such factors as the acute labor scarcity (which may itself remain chronic
from now on), the rate of increase in wages in recent years, and the "rising
expectations" of the population, The German view has been that the increased
demands on resources resulting from these factors would tend to eliminate the
external surplus. Many outside observers, on the other hand, have stressed
the fact that German officials have for years now been citing various special
considerations--including some of those Just mentioned--as evidence that the
German external position was about to change, so that no change in pelicy was
needed, although in fact the large external surplus always continued, The
new German program which has been mentioned reflects official German recogni-
tion that some positive action to curtail the surplus now appears to be
necessary,

It is true that conflicts of this kind can be eliminated without

On the question posed a few moments ago, as to whether in situa-
tions of chronic balance-of-payments surplus there are any forces compelling
action to eliminate the surplus, it seems obvious that if there are any such
forces they are not very powerful, Because a balance~of-payments surplus
is inflationary, it might seem that a country having such a surplus and
wishing to resist inflation would have a strong incentive to eliminate or
at least to reduce the external surplus, However, its desire to resist in-
flation is general, and has no necessary connection with the source or sources
nf the inflation. If the policy measures chosen are alse general, they will
tend-~as in the German case--to perpetuate the external surplus,

We have seen that much of the postwar European experience with
the discipline of the balance of payments related mainly to the reestablish-
ment ef an effective discipline operative against chronic balance-of -payments
deficits. We have also seen that for some years now a discipline of that
kind has been in existence, and seems to have been working, On the surplus
side, however, it is much less certain that a balance-~of-payments "discipline"
exists, There is clearly a question whether a discipline effective against
chronic deficits can function properly unless tendencies toward chronic
surplus can be held in better check than has been the case in recent years,






