











- Recent Developments in
International Finance

First, an obvious objective of United States policy must be
the complete elimination of all foreign discriminatory restrictions
against United States goods and services. The directors of the Inter-
national Monetary Fund have recently passed a strong resolution declaring
that discriminatory restrictions could no longer be justified on balance
of payments grounds. Some major foreign countries have taken at least
first steps to sbide by this resolution, and we may hope that the rest
of them will soon follow.

Second, there is no longer any need nor any justification for
the United States to bear the main burden of the defense of the free
world and of aid to less developed areas. The United States certainly
cannot, for humenitarian, politicsl, and economic reasons, go back on
its policy to promote the economic development of the poorer countries
of the free world. However, the other industrial countries of the free
worlc must take over some of the responsibilities hitherto carried by
the United {fates. The first step toward such a change has been the
ingtruction to the directors of the International Bank for Reconstruction
and Develorricnt to submit to the member countries the charter of an
International Development Association, in which countries other than the
United States would contribute about two-thirds of total resources.
Another step was the recent decision of the Development Loan Fund no longer
to finance 2:id programs that would primarily require imports of goods
and surpluses from other developed countries, which are able to finance
such exports themselves., If foreign developed countries can be induced
in this way to finance their own exports to less developed areas, the
total assistance rendered to these areas will be greatly increased, and
this increase will outweigh any inconvenience which the new policy may
cause to some development projects.

It is impossible to forecast at this time what quantitative
effects these two current drives are going to have. Obviously, however,
they cannot be expected tc wipe out more than a fraction of our deficit,
and they must be supplemented by appropriate general economic policies.

First, insofar as our deficit mey have a monetary root, we must
try to avoid inflationary disturbances. This is perhaps the most difficult
task of our economic policy. Not only because a large part of the public,
including many economists and politicians, are unconvinced that inflation
is an evil; but also because among those who are so convinced all too
many try to use the struggle against inflation for their own selfish or

partisan ends.

Second, insofar as our deficit may have a cyclical root, we must
try to maintain sustainable economic growth while moderating as far as
possible cyclical fluctuations -- a task intimately related to the struggle
sgainst inflation. Any unsustainable boom would again disrupt our current
balance of payments, while chronic stagnation would disrupt our capital
balance by stimulating the flow of capital to other countries with higher

rates of economic growth,
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International Finance

: ,ry tc raise our exPort potential by malntalnlng or restor'ng_’
,'1approp ate. cost-price relations. This objectlve, which again is ¢
- tied to the strugzle against inflation, involves not just the a

i of ralsing wages faster than productivity; actually, the average unit o

‘wage costs of manufacturing production workers in the United States, re"'

',apparently today not higher than they were seven years ago.
- involves also the avoidance of excessive selling costs, exce531Ve .
management compensatlon, and excessive profit margins, as well as an
sccelerstion of technological innovation, However, since the forces -

making for cost and price increases are similar in all major 1ndustrial

countries, this task does not impose on the United States s heav1er burden
than on our competitors.

Economic theory teaches that the balance of international paymentsf
is only a reflection of the balance of domestic payments. If this is true,
the Tight to restore international balance is identical with our fight
to maintain domestic balance. From this theoretical point of view, -
as well as from the practical considerations just mentioned, the solutlon
of the basic problem of international finance may be found not in o
International but in domestic economic policies, in the restorstion and
maintenance of our internal financial equilibrium.
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Table 1

U. 8. Balance of Payments, 1956-59

(In millions of dcllars)

1956 1957 1958 1959
lst half 1st half 1st half 1st half
Exgorts
Merchandise 1/ +8,380 410,266 +8,245 +7,867
Services +3,009 +3, 487 y +3,241 +3,315
Total +11,389  +13,753  +11,486 +11,182
Imports
Merchandise -6,428 -6,641 -6,305 ~7,489
Militery expendi?ures -1,580 -1,730 -1,737 -1,622
Other services -2,176 -2,397 -2,460 -2, 647
Total -10,184  -10,768  -10,502  -11,758
Current balance +1,205 +2,985 +984 =576
. Government capital (net)i/ -1,238 -1,336 -1,281 -1,176 5/
Private capital
U. 8. (net) -1,107 -2,177 -1,667 -99L
Foreign (net) 3/ +366 +886 +308 +75k
Balance -7h1 -1,291 -1,359 =240
Capital balance -1,979 -2,627 -2,640 -1,6 5/
Total balance 4/ -77h +358 -1,656 -1,992 5/

1/ Excludes military transfers under grants.

2/ Includes remittances and pensions.

3/ Includes unrecorded inflow ("errors and omission")

L/ Equals transfers of gold and "liquid" dollars to (-) or from (+)
foreigners, plus or minus very small amounts of domestic gold
transactions.

5/ Excludes payment to IMP of increase in U. S. quota.

ll’ Source: Survey of Current Business, June 1959 and September 1959.




Table 2

U, 8. Foreign Trade, 1956-59

(In millions of dollars)

1956 1957 1958 1959
lst helf 1lst half 1st half lst half

Exports(non-military)

Total 8,289 10,142 8,231 7,853
Crude foodstuffs 645 733 599 725
Manuf. foodstuffs 605 620 56k 483
Crude materisls 992 1,655 1,076 797
Semi-menufactures 1,34 1,844 1,111 1,179
Finished manufactures b,706 5,290 L,881 4,669

Imports for consumption

' Totsal 6,237 6,398 6,249 7,34
Crude foodstuffs 1,075 1,010 1,013 939
Manuf. foodstuffs 605 624 731 794
Crude materials 1,552 1,524 1,387 1,532
Semi-manufactures 1,479 1,514 1,285 1,628
Finished manufactures 1,526 1,726 1,833 2,421
Balance

Total +2,052 +3, 74 +1,982 +539
Crude foodstuffs =430 277 L1k -214
Manuf, foodstuffs -- -l -167 -311
Crude materials -560 +131 -311 -735
Semi-manufactures -138 +330 <174 -4h9
Finished masnufactures +3,180 +3,564 +3,0L48 +2,248

Source: U, 5. Department of Commerce, World Trade Information Service.





