

















- the extérnal financing availablé to thei. “To ‘Sicedsd in that aim, any

gh

~plan for: providing needed internderbhal’ 14utdivy prikiarily thiouph a

<+ system of réserve creation would have to'Limit recourse to Gth

- -plated by the’ Frefich*would almost eettainly try to limit acebss o’

‘creases in bilateral credit facilities; through & system of multilateral

2T wela T

control or supervision; in place of’ i:ﬁé“‘iﬁilﬁe’r’fi;'éy,si:ie.iii‘éé,of@"’.i'ii\u'l:ﬁ’ili’a{i:’éral'
sarveillance.” ~ ol e B O S
This'issue has obvious linké with the quéstion of the reserve-

¥

+currency - function. ‘The position of the reserve-currency countries on

- this point is thit as long ‘as-they have special’responsibilities For the
stabilify of the-internitional payuents sysfem, they cannot be put into
. c-i . a‘financial strait jacket, butimist retain Some freedom of actioi'tf"i:hzoug'h
bilateral channéls: Indeed, most ‘Eountries try téféke a:dvéﬁéégef~‘t6f
-their ‘bilateral- bargaining powsr when the need arises, and it woild be
unrealistic to assude that the Unfted States wdlild ever lightly relin-
‘quish- its -own possfbilitiés of this kind, -~
A £iffh issue raised by the ‘CRU plan is héw much emphasis should
~be placed in:future ‘on itdpidity of 'balance-of-payhents adjustment. - We
' : have seen that one baSic aim of the restrictionist approach bf“:fsoinet Euro-
' pedn countries to 'thé ‘question of future expansion of international re-
 serves or ‘credit facilities is to exert idcreasad ,pi-éésxi‘re{;f ondeficit
: countries to follow politie¥ desigred to restore external equifibrium
probptly.” On'this point; Fremch”and Dutch bentiment 'is currently rein-
forced very strongly by thit of ‘somb Getmans’ Who have tecently been
insisting’ that external equiTibriuvii tust have 4n overriding policy

priority, just as in the era of the gold standard.
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St AR | the, .past, balance-of—payments deficits have typically been
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assuciated with inflationary conditions 1nternally. Both conditions
- norpally called for the. same type of corrective policies--namely, poli-

~cles. of restrsint., And -among the advanced countries, at least, strong
.l.? e . v .

Pressures for corrective action usually are present internally as well
+ ‘@8 externally. In ‘these cases, need and inclination meet on common

ground, sndthtrQCtion,is usually fairly ptompt.
The problem we are faced with today 1is the very different
- problem gt,thew?hsrd case"-' extetnal deficit and internal under-utiliza-

.tion of resources ( and on. the other side, eaternal surplus and over-full

4.,.‘: :

employment’intetnaliy), In such cases, as we in the United States now

"l Ji.»’:

- know all. too well, the requirements of internal policy may be in short-

- run .conflict with extermal policy requiremen Iu the case of the countr).

p, ~;.

in-external deficit, rapxd elimination of external deficits may be pos-

R

sible only at - the, expense of strong domestic deflation.A In such cases

it is natural for ‘the, deficit country to argue that less damage will be
done to its level of act1v1ty, and hence--if it is a large country--to
world production and . trade, if it is permitted to effect the adjustment
gradually over time, _with the help of external assistance in fiﬁancing
its balance-of-payments deficit Whlle it continues. It is also natural
- for the. deficit country‘to point out thet‘there ate:some typestof action
that surplusg countries can take which woutdlheig_to testore‘both external
4ﬁggq“internelﬂeqoiiihtiug:Lynotebly, steps to 1iheralise the inflow of
»;,goqu.or:the.outflow;of capital Action along such lines could help

not .only to. moderate both the internal inflationary pressure and the

.'bslsnggsoggpaypentsksurpigs“of“§he:sutpius countries, but also the
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deficiency of demand and the balance~of-payménts-deficit of the
deficit country.
To the first of these arguments (namely that financing should
be provided to permit cushioning of adjustment, by spreading it out
over time) the surplus countries reply that the more external financial
~assistance is provided to the "hard-case" deficit country, and the easier
the terms, the greater will be the tendency of that country consciously
- or unconsciously to use such assistance to postpone corrective action,
rather than to provide time for action. To the second argument (that
corrective action can be taken in the surplus countries, to the bénefit
of both surplus and deficit countries), the surplus countries reply that
corrective action by them--for example, through lowering tariffs--is
not all that easy. And theoretically, at least, in some cases there may
be very little room for further:liberalization of import comtrols or
of capital export controls. -Moreover, the developmént-of efficient capital
markets that could channel more savings to capital-short countries is -
bound to take a great deal of time. - Also, the surpliis countries tend to
-react against what they construe as-a suggestion that they have little or
no independent option in economic policy: that they must adapt to the
consequences of whatever policies’the deficit country may be following.
The .question 6f the comparative responsibilities of*sufblus
and of deficit countries was a hotly-debated issue in Europe in the
early 1950's, when the situations of each, in their typical manifestations
within Europe at that time, were usually the classical ones characterized
by lack of conflict between the needs of internal and of extermal policy.

It may therefore be understandable why this question is, if anything,
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even more difficult today.. As I indicateﬁ earlier, the whole guestion of

fbalance- f~payments adjustment under contemporary c¢onditions is riow
;wide]y ‘recognized as-one of the key’problems 4dn the international liquid-
witygiield, and it is to be- studied intensive]y by Working Party No. 3

R

“of the OECD, R RO

P

The five issues’I have discussed are clearly among the more
-aifficu1t~unaettled 1sauea concerning:international liquiddity. “The main
"H‘rthought I should like- to leave with you is that in the international
'1:monetary field, just as in some’ major areas of international ‘political
"ﬂand milltary relations, we are faced with one -of the major dilemmas of
our time: . the problem of how to manage without centralized control--in

cther’ words, w1th mult ple sovereignties--an international financial

'syat@n in which there is an high degree of interdependencesamong nations. ‘
Perhaps my - remarks - w111 have made clear some of the problens posed: by

a dilemma of :his sort.A Part of our difficulty is that in many cases

it 15 not so much a question of finding "the'" right answer, distinct

fram all other answers assumed to be wrong. In.connection with séme

world political prooiems it has been said that.it seems to .be a character-
istic of our ége that there are grave objections to all alternative
courses of action; and éhis m%y also b§ trueaof the international monetary
field., ih botﬁ cases, the»problem'is-to.find,theucombinafion of answers

acceﬁtable to sovereign countries which-gives the best results,





